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“But here’s something that every electric 
utility executive...” 

“Har-umpf! I just can’t wait.” 

“But, Mr. Watts! Did you know that 97 
families out of 100 serve coffee at least 
once a day?” 

“You stagger me, Miss Patterson. But what's 
that to do with...” 

“Everything! A nation of coffee drinkers has 
got to have glass coffee makers.” 

“Don't ramble.” 

“I’m not rambling. This book shows that 
seads of families have irons and toasters and 
vacuum cleaners, but only 17% have glass 
caffee makers.” 


“Hmmm! The light dawns, Miss Patterson.” 


“I'M NO 
BOOK AGENT, 
MR. WATTS - -" 


“You haven’t heard anything yet. A cleaner 
adds only 24 KWH co the load, a toaster 
only 30, an iron only 80 — but a Silex Glass 
Coffee Maker with Anyheet Control adds 
97 KWH. And how’d you like to know 
the KWH we could add to our load for the 
next five years by pushing Silex? 

“Miss Patterson, where'd you get that book?” 
“The Silex representative. He’s waiting 
outside right now.” 


“Hmmm... load building. Show him in!” 


Yes ...Show Him In 


In 5 minutes your Silex representative will 
take you through the “Silex K WH Campaign 
Book” and prove that Silex promotion can 
put more KWH on your load than any 
other small appliance except a roaster. 
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Every Electric Silex has 


a "Self-Timing”’ Stove! 


p It's an exclusive Silex feature, patented so 
others can’t copy. Women love it... makes uni- 
form, better-tasting coffee every time. All electric 
Silex Glass Coffee Makers have ‘“Self-Timing” 
Stoves. And electric models are priced from $4.95 


BRETTON BLACK 
ELECTRIC MODEL 
with wide neck 
for easy 
cleaning 


$495 retail 


to $ 29.95. Illustrated, 8-cup, black trim... 
PYREX BRAND GLASS USED EXCLUSIVELY 


Mite X 


FRAO wane BIGHT REO © H Par Ore, 








THE SILEX COMPANY .. . HARTFORD, CONNECTIC 


Creators of the Glass Coffee Maker Industry 
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No. 324-B Barber Burner 


BARBER Conversion BURNERS 
\ctually Fit Any Shape Furnace or Boiler 


Natural or Butane Gas 


* Better Combustion—because only patented Barber Jets give cor- 
rectly balanced air-and-gas pre-mixture for complete combustion, and 
1900° flame temperature on atmospheric pressure. * Higher Eff- 
ciency—because all Barber Units, for either round or oblong grates, 
are properly adjustable to fit the job, and to lay a perfectly con- 
trolled barrage of “scrubbing” flame action directly on walls of fire box. 


Only Barber Burners offer this combustion principle! 


* Experience has convinced 
thousands of heating dealers 
and gas companies that Bar- 
ber Burners mean easier sales 
and more lasting satisfaction. 
Listed in A.G.A. Directory of 
Approved Appliances. Write 
for Catalog on Conversion 
Burners, Appliance Burners, 
and Regulators. Ask about 
Barber Burners for Butane 


Gas. Installed in Square Type 
Installed in Round Boiler — 


E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


® BARBER&SZ%SBURNERS~ e@ 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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ELECTRIC POWER AND WATER 
COMPANIES 


and other Public Utility Companies interested in bill 
printing and addressing are invited to send for these 


case stories— 


A POST-CARD BILLING SYSTEM 
FOR A WATER COMPANY 


and 


TWO-COLOR BILL PRINTING 
FOR AN ELECTRIC POWER COMPANY 


Requesting this systems material carries no obligation. 


Just address: 


Systems Department 


THE ELLIOTT ADDRESSING MACHINE COMPANY 


157 ALBANY STREET 
CAMBRIDGE, MASS. 
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HORTLY after this issue is distributed, mem- 

bers and guests of the National Associa- 
tion of Railroad and Utilities Commissioners 
will meet in their annual convention at Miami, 
Florida (December 10th-12th, inclusive). It 
is the fifty-second such meeting of the state 
regulatory officials and an event which occa- 
sions speculation as to the future of state 
regulation of public utilities. 


THE state commissions have seen their 
jurisdiction over intrastate as well as inter- 
state phases of railroad operations reduced to 
a hollow shell, thanks to the Shreveport deci- 
sion. Attempts to prevent a similar invasion 
of state regulatory jurisdiction by Federal 
authorities in the fields of gas, electricity, and 
communications resulted in the inclusion of re- 
strictive language in the Federal regulatory 
statutes. Now even these barriers seem des- 
tined to be challenged in legal tests by Federal 
authorities. (See page 801.) 


WITH national defense focusing attention 
on the nation’s capital, the trend is obvi- 
ously towards an ever stronger central gov- 
ernment. The voices of those who preach the 
homely virtues of decentralization seem, for 
the moment, lost in a general movement in 


WILL M. MAUPIN 


Commissioners are always blamed by losers— 
rarely thanked by winners. 


(See Pace 783) 
DEC. 5, 1940 


RILEY E. ELGEN 


We can’t soak the utilities for taxes without 
hitting the ratepayers. 


(SEE Pace 775) 


which all roads appear to lead to Washington. 
Yet, state commissions know, perhaps bet- 
ter than any other group, the continuing need 
for grass roots regulation. They know that 
“absentee control” is susceptible to just as 
much abuse in administrative government con- 
centrated in Washington as in financial mo- 
nopoly concentrated in New York. 


THE state commissions -can be depended 
upon to carry on this struggle for the reten- 
tion of state regulation. If such a cause can 
be victorious at all, they will certainly be the 
victors. 

- 


OX phase of utility operations, in which 
state commissioners may well be closer 
to a realistic position than theoretical students 
of regulation in Washington, is in the matter 
of utility taxation. All commissioners—state 
and Federal alike—realize taxes on utilities 
inevitably result in higher rates for consum- 
ers. Hence state commissioners who feel a 
practical responsibility for lower utility rates 
have occasionally raised their voices against 
the common legislative attitude of soaking the 
utilities on tax matters. 


In this issue Rey E. Excen, chairman of 
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ctograph In ercommunicating Equipment being used by Customer Contact Clerk in securing credit veri- 
fication from History records. Loud Speaking Equipment allows both hands of History Clerk free for 
handling mecessary records while relaying information. 


IMPROVE YOUR 
CUSTOMER CONTACTS 


How rapidly can your Contact Clerks take 
care of service applications . . . bill ques- 
tions . . . complaints? 

How satisfactorily to your customer? ... Do 
your transactions pass the "peak load test"? 


Unless your Company has a perfect score on these questions you will 
want to know more about the Dictograph Customer Contact System. 


Specially designed Dictograph Intercommunicating Equipment for Con- 
tact Clerks provides instant entree to Credit, Meter Records, Service 
and Unit book information. Green and red signals bring back Credit 
approval or rejection,—swiftly ... silently! Loud speaking Dicto- 
graphs for Credit and Service Clerks permit use of both hands for 
record references, enabling personnel to check records speedily and 
accurately during peak periods. 


Existing record facilities can be linked up to centralized Customer Con- 
tact Clerks by means of Dictograph. Applications, Duplicate Bills, 
Comparative Readings, High Bill Complaints, Discounts, etc., can 
be efficiently and speedily handled. 

May we have our Special Utility Representative call to discuss your 

problem with you .... no obligation. 


DICTOGRAPH SALES CORPORATION 
580 Fifth Avenue, New York 
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the public utilities commission of the District 
of Columbia, reveals an astonishing situation 
with respect to the amount of taxes utilities 
are required to pay compared with tax bur- 
dens of other industries (beginning page 775). 
CHAIRMAN ELGEN is a Marylander who grad- 
uated from St. John’s College in Annapolis 
(B.S., 03) and after engineering work he was 
a valuation expert for the Interstate Com- 
merce Commission from 1916 to 1932, after 
which he became a member of the District 
of Columbia regulatory body. 


¥ 


get this is still the season for post-election 
wailing, we present a timely and amusing 
article on the subject by another state com- 
missioner who recently met defeat at the 
polls. It is written by that veteran, whimsical 
newspaper editor, Witt M. Maupin, who re- 
tires this year from the Nebraska State Rail- 
way Commission. There is little trace of bitter- 
ness in COMMISSIONER MaAupPINn’s “ave atque 
vale.” If anything, it seems to be a subtle vale- 
dictory piece of advice to his successor as to 
what to expect by way of trials and tribula- 
tions in the office of an elected state regula- 
tory commissioner. 


¥ 


Hw D. Koontz, whose article on the 
1940 Transportation Act also appears in 
this issue (page 789), is at present an assistant 
professor of economics at Colgate Univ ersity, 
Hamilton, New York, specializing in the 
teaching of utility regulation. Dr. Koontz is 
a native of Ohio and a graduate of Oberlin 
College (A.B., ’30), Northwestern University 
(M.B.A., 31), and Yale University (Ph.D., 
"36)):. He has had considerable faculty experi- 
ence since that time. 


¥ 


| i the overwhelming atmosphere of war, 
quite a number of incidental but interest- 
ing problems in the daily news are overlooked. 
Some of these even have to do with the utility 
business. Rummaging through our desk, we 
have unearthed the following items which 
may show some trend or have some signifi- 
cance which escapes us. We give them to you 
for what they are worth: 


First, we are told that one question a 
visitor always asks when he gets near Grand 
Coulee dam is, “What is that whistle toot- 
ing for?” It turns out that the whistle, which 
can be heard, for miles around, calls men on 
the job to 225 telephones placed at various 
points on the dam. It sounds a particular code 
for each man, something like the soft but in- 
cessant chimes one hears in the department 
stores. Perhaps the same great mind responsi- 
ble for a telephone bell turning into a steam 
whistle can now work on the problem of a 
telephone signal which will merely nudge a 
nervous person instead of bringing him to his 
feet with a ringing start. 
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EDITORS (Continued) 


HAROLD D. KOONTZ 


The American railway industry faced the 
greatest problem in its history in the year 1940. 


(SEE Pace 789) 


Ir—EM number two concerns the interesting 
conduct of eighty-three members of the 
National Railway Historical Society, who re- 
cently spent an entire day traveling around 
Brooklyn, New York, on an organized heck- 
ling tour. The objects of their derision were 
the unhappy drivers and passengers of busses 
Members of this society, it seems, object 
strenuously to the replacement of their 
cherished street car. Of course, the trip was 
made in chartered trolleys of ancient vintage. 


More on the business side is the news that 
four electric companies in Pennsylvania stand 
to pick up $100,000 a year for furnishing elec- 
tricity for the lighting of interchanges and 
seven tunnels of the brand new Harrisburg- 
Pittsburgh superhighway. The utilities also 
furnish power for signaling, ventilating, and 
auxiliary services. Finally, it appears that the 
war emergency may give new meaning to the 
term “floating power” which has heretofore 
been more or less confined to popular automo- 
hile advertisements. The new phrase refers to 
floating power stations which could be ferried 
from cities on the Great Lakes through the 
New York state barge canal and to any coastal 
point which might need power service. For 
details see page 814. 


¥ 


dapat decisions preprinted from Public 
Utilities Reports may be found in the back 
of this issue. 


THE next number of this magazine will be 
out December 19th. 


Thee ChiZpree 
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GIVE YOUR BUSINESS THE SAVINGS 
THIS WONDER MACHINE CAN DELIVER 


@ It’s the talk of every office where figuring is 
done. The Printing Calculator saves time and 
money, because-it prints all factors of every cal- 
culation .. . automatic division, multiplication, 
addition, subtraction . . . directly onto tape. It 
saves time because you don’t need to “double- 
check”, or copy the answer from dials. It saves 
money because its simple 10-key numeral key- 
board requires no specially-trained operators. It’s 
a “natural” on every figuring job! Try it today. 
Phone your nearest Remington Rand office... 
or write Remington Rand Inc., Buffalo, N. Y. 


The Remington Rand 
Printing Calculator 


Remington Rand NOISELESS, ST. PORTABLE TYPEWRITERS ... ADDING, CALCULATING, BOOKKEEPING, PUNCHED-CARD ACCOUNTING MACHINES... KARDEX. VISIBLE 
dike ROMMPMEDRIEE SYSTEMS, RECORD PROTECTION, FILING METHODS AND EQUIPMENT, LOOSEEAF DEVICES... PHOTOGRAPHIC RECORDS EQUIPMENT... AND OTHER. 
UMA Ciea Tom PRECISION PRODUCTS INCLUDING THE FAMOUS REMINGTON RAND DUAL CLOSE-SHAVER— DEALERS, SALES AND SERVICE OFFICES IN 517 CITIES. 
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/ CCEP TED Because VULCAN 

~ is DEPENDABLE! 
ngineering executives purchase equipment on demonstrated performance. That's why en- 
Lineers in every conceivable industry purchase Vulcan and the reason why Vulcan was sold 
n forty-three states, every Province of Canada, Porto Rico, Territory of Hawaii and eleven 
preign countries during the past year. The following partial list of representative contracts 
or 1939 demonstrate the popularity of Vulcan among engineers in every type of industry 


ho have taken the time to investigate the reasons for Vulcans rugged dependability. 
any of these contracts are repeat orders, real evidence that Vulcan gives highest satis- 


faction. 





Socony Vacuum Oil Co East St. Louis, Mo. 
Town of Albion Albion, Indiana 
Pairpoint Corporation New Bedford, Mass. 
Charleston Navy Yard Charleston, S. C. 
U. S. Naval Academy Annapolis, Md. 
Metropolitan Life Insurance Co....New York City 
Park Chester Housing Development 
Griesdieck Western Brewery Belleville, Il. 
Minot Normal School Minot, N. D. 
Southland Paper Mills Lufkin, Texas 
Bethlehem Steel Company Lebanon, Penna. 
Norfolk Navy Yard Norfolk, Va. 
Fairmont my | Light Co Fairmont, Minn. 
Evenson and Levering Company....Camden, N. J. 
Socony Vacuum Oil Company Brooklyn, N. Y. 
City of Bellefontaine Bellefontaine, Ohio 
Gallinger Hospital Washington, D. C. 
Colorado State Agricultural College 
Fort Collins, Colo. 

Navajo Agence Ft. Defiance, Arizona 
Victor Chemical Company....Mt. Pleasant, Tenn. 
McChord Field, U. S. Army....Ft. Lewis, Wash. 
B. F. Goodrich Company Clarksville, Tenn. 
Canadian National Railways.Winnipeg, Man., Can. 
Carnation Compny Sherbrooke, Sucbec, Can. 
Alexandria Steam Generating Co... Alexandria, Va. 
South Porto Rico Sugar Company 

Santa Domingo, Dom. Rep. 
George Ziegler Company Milwaukee, Wis. 
Atlas Powder Company Stamford, Conn. 
Colorado State Capitol 
Hercules Powder Company 
U. S. Military Academy 


Container Corporation of America 
Circlesville, Ohio 
Commodore Perry Housing Project. ..Buffalo, N. Y. 
DeKalb State Teachers College DeKalb, Ill. 
United States Shoe Corp Norwood, Ohio 
The May Company Cleveland, Ohio 
United States Naval Hospital...San Diego, Calif. 
Frankford Arsenal Philadelphia, Penna. 
Central Park Pumping Station Chicago, Ill. 
Virginia Public Service C H 
Atlas Powder Company 
City of Fairmont Fa 
Froedtert Grain and Malting Co..Milwaukee, Wis. 
Sonoco Products Company Garwood, N. J 
Sheridan Brewing Company. ...Sheridan, Wyoming 
City of Fort Collins Fort Collins, Colo. 
Ingenio Riogaila....Buenaventure, Columbia, S. A. 
South Carolina Electric and Gas Co....Parr, S. C. 
American Woolen Company Fulton, N. Y. 
Keystone Public Service Company. Oil City, Penna. 
Alabama Power Company Chickasaw, Ala. 
Pennsylvania Power and Light Co. 
Harrisburg, Pa. 
Holyoke Gas and Electric Co.....Holyoke, Mass. 
Durkee Famous Foods Chicago, Ill. 
Blanton Company St. Louis, Mo. 
Continental Di d Fibre Co..Bridgeport, Penna. 
Westinghouse Electric and as 
Company, Lima, Ohio 
Libby, McNeill and Libby Chicago, Ill. 
Vanadium Corporation Naturita, Colo. 
Philadelphia Electric Company....Chester, Penna. 








Vulcan Soot Blower Corporation does not 
build down to a price. Vulcan builds into their 
equipment thirty-seven years of experience; 
build by highly skilled engineering and plant 
personnel of long service, using the highest 
ie material that hard exacting service has 
emonstrated is the most practical for its 
purpose. The result is trouble free, long years 


of service, making unnecessary frequent serv- 
icing—and when service is required, skilled 
field engineers on their rounds, offer it gladly 
to maintain your Vulcan equipment in top 
condition. Ask the Vulcan Sales or Field En- 
gineer WHY Vulcan MUST build into their 
equipment the most rugged, trouble free, 
lowest maintenance you can buy. 


VULCAN SOOT BLOWER CORP., Du Bois, Penna. 
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Joun C. Pace 
Commissioner, Bureau of 
Reclamation. 


Eart C. MICHENER 
U.S. Representative from 
Michigan. 


SUMNER T. PIKE 


Member, Securities and Exchanye 


Commission. 


EpitortaAL STATEMENT 
Gas. 


James E. Murray 
U.S. Senator from Montana. 


FRANCIS BippLE 
U. S. Solicitor General. 


SUMNER H. SLICHTER 
Professor, Harvard Graduate 
School of Business 
Administration. 


JoHN BENSON 
President, American Association 
of Advertising Agencics. 


EpitortaAL STATEMENT 
The Saturday Evening Post. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MONTAIGNE 





“None of the work of the Bureau of Reclamation is 
incompatible with national defense.” 


¥ 


“The expediency of the hour is no excuse for placing 
doubtful laws on the statute books.” 


¥ 


“The effect of substantial private placements upon our 
capital markets should be probed further.” 


¥ 


“It is a source of satisfaction and pride to realize the 
gas industry will never wait for conscription.” 


we 


‘ 


*... there is scarcely a town in America which is not 
worth more physically because of the Work Projects 
Administration program of the New Deal.” 


¥ 


“T do not hold that, to meet the threat of war and build 
our land into military power, the sacrifice of any funda- 
mentally democratic basic assumption is necessary.” 


¥ 


“For the Federal government to undertake to pass on 
the qualifications of the representatives of organized 
labor would mean an end of a free labor movement 
And the step to Federal regulation of the qualifications 
of employers would be a short (and a logical) one.” 


e 


“Perhaps the present crisis is a blessing in disguise, in 
building a true democracy in this country, powerful be- 
cause united, welded by a common danger into a nation 
which will lead the world, not just in democracy but in 
respect for the common man—his dignity and freedom.” 


¥ 


“What your government has done for the people ma) 
be noted as a statistical fact. At least one family in ever) 
four through the entire country now draws sustenance 
from the United States Treasury. What, at the same 
time, your government has done to the people cannot be 
expressed statistically.” 


12 
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The office 


can learn from 


the factory about 


cost 
REDUCTION 





Many executives accustomed to studying cost reduction methods 
in the factory are beginning to realize that the same fundamental 
principles can be applied to reducing office costs. For example: 


In the Factory In the Office 


Operations are studied to eliminate 4 Studying the work on each desk 
all possible waste in time and effort. cy eliminates wasteful routines. 


Many operations are combined to Related records can now be produced 
avoid costly rehandling of the work. 2m in a single handling. 


Employees are shown how to avoid Operators can use short-cuts to ob- 
unnecessary steps and motions. oa 3 tain accurate results with less effort. 


Each employee is equipped with the Theright machine for each jobassures 
proper tools or machines for each job. oma E> a greater return on office salaries. 


Outmoded machines are quickly re- ae 5 Modern office machines can effec- 
placed with modern machines. tively replace outmoded equipment. 


Burroughs will gladly explain the many ideas recently developed 
for reducing office costs. Call your local Burroughs office today. 
BURROUGHS ADDING MACHINE COMPANY, DETROIT, MICHIGAN 
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Rosert Teviot LivincsTon 
Director of education and com- 
mercial research, Long Island 
Lighting Company. 


H. C. HasBrouck 
The Utihty Management 
Corporation. 


FRANKLIN DELANO ROOSEVELT 


EpItorIAL STATEMENT 
Industrial News Review. 


GEORGE WHARTON PEPPER 
Former U. S. Senator from 
Pennsylvania. 


Ei_mMo Roper 
Research director, Fortune’s public 
opinion survey. 


Emmett F, CoNNELY 
President, Investment Bankers 
Association of America. 


N. M. ARGABRITE 
Vice President, American Gas and 
Electric Company. 
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“It has been said, that private enterprise is doing and 
can do a better job of operating the utility facilities than 
the government can. It has been proved by figures. Now 
it must be proved by acts.” 


¥ 


“No financial statement or ex-cathedra pronouncements 
by commissions or courts can of themselves determine 
what is the rate of return on invested capital which will 
keep a utility enterprise alive.” 


¥ 


“Labor unions are not the only organizations which 
have to suffer innocently for the crimes and misdeeds of 
one or two of their selfish and guilty members. The rule 
applies to all organizations, to all trades and professions 
alike.” 


* 


“What the country needs is the products of industry, 
not the plants. If there are recalcitrant industrialists 
who refuse full support to the government, there are 
far more effective ways of forcing them into line than 
‘confiscating’ their factories.” 


" 


“Government, considered realistically and quite apart 
from partisan considerations, is at any given time nothing 
but a rather miscellaneous group of men and women, few 
of whom as individuals are competent to launch and run 
any business enterprise whatever.” 


" 


“It is, in my opinion, futile to hope that some day the 
public will wake up to whatever advantages there are 
inherent in gas. It isn’t their job to discover gas; it is 
your [gas utility’s] job to tell them. It is your job to run 
a business that makes them think it is identified with 
progress, not oblivion.” 


¥ 


“Few business men willingly thrust their heads into 
the noose of government credit; it is too easy for some- 
body to jerk the rope. The procedure may look all right 
—just this once. But the precedent is established, the ball 
is started rolling, and by an insidious process the easy 
habit of going to Washington with hand outstretched 
toward the Treasury begins to be established.” 


> 


“T have no quarrel with the Federal government or 
any state government even subsidizing [rural electric] 
lines where a regular power company cannot afford to 
go, if that is the wish of our people. I do not think it 
would become me to be either for or against such a de- 
velopment or such a procedure, but I do resent very 
much an effort to inject political lines of thought into 
this subject.” 
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o care for important records? 


Some ledger papers are like Suzy Droop! They try hard and 
don’t ask much pay—but they’re no bargain! 


Forms and records on inadequate paper take a heavy toll 
in errors, delays and general dissatisfaction. They can hamper 
the efficiency of an entire record keeping system. 


WAVERLY LEDGER is made by Weston, the ledger paper 
specialists, for all important and much-used records, forms 
and loose leaf sheets. 85% strong-fibered cotton content 
makes it stand up under constant handling and a perfectly 
finished surface keeps entries crisp, clean and easy to read. 
Insist on WAVERLY LEDGER when you place your next 
form order. 


LEDGER 


“If it’s a WESTON Ledger... it’s a BETTER Ledger” 
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C-E PRODUCTS INCLUDE ALL TYPES OF BOILERS, FURNACES, PULVERIZED FUEL SYSTEMS AND STOKERS; ALSO SUPERHEATERS, ECONOMIZERS AND AIR HEATE® 


COMBUSTION. 
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7 / VI, hye ON THESE “REASON WHY“ 
FEATURES OF THE... 


© REASONS WHY 


1 WIDE CAPACITY RANGE 

Output of the mill can be varied by small 
to ca- 

pacity with areey constant fineness of 

pulverization 


2 EFFICIENT PULVERIZATION 

The grinding principle employed and effec- 
tive use of the grinding surfaces combine to 
assure the highest effi y of pul 


3 LOW POWER CONSUMPTION 

Low friction losses, a worm gear drive which 
permits use of constant high-speed motor, and 
maximum utilization of the grinding surfaces, 
combine to reduce the power required per ton 
of coal pulveri 


a CONTINUOUS SERVICE 

Existing service records prove the mill 

is capable of operating continuously at 

full load, month after month, without shut- 
downs. Grinding adjustments are made while 
the mill is operating. 


5 SIMPLIFIED OPERATION« 

The automatic feed is instantly adjustable. 
One standard constant-speed motor operates 
both mill and fan. Few parts and rugged con- 
struction help to avoid mechanical trouble. 


6 POSITIVE LUBRICATION 
To assure continuous operation, there is posi- 
tive oil circulation to the main shaft bearings 










































































Fe ae ee Ee cee There have to be reasons for the remarkable acceptance 
while the mill is running. won by the C-E Raymond Bowl Mill in a field where ex- 
7 QUIET OPERATION perimentation with new designs of equipment is never 
With no metal to metal contact between the taken lightly. Previous conceptions of pulverizer perform- 
oes oe ae a bgt ig Pd ance were revolutionized following its introduction only 
ings, main shaft with roller bearings and five years ago. At that time, the first commercial size of 

ion assure q the C-E Raymond Bowl Mill had completed exhaustive 
8 CONVENIENT FINENESS CONTROL tests in a large public utility plant, demonstrating the supe- 
The classifier vanes that control fineness of riority of a new design which combined the best advan- 
peter goathembe prod wpe ‘cocaine tages of two standard types — the capacity range of the 
adjustable from the outside. impact mill and the economical operation of the roller mill. 






Since then the C-E Raymohd Bowl Mill has been 
selected by many of the country’s leading utilities for use 





9 Low MAINTENANCE 
The few wearing parts have hardened steel 












paneer — seek only =. mantesiel, in both direct fired and storage systems. Records of pres- 
sciban Getwesn. tellers and bull rig ore cnsily ent-day performance continue to confirm the improvement 
maintained by exterior adjustment. which it introduced and provide a convincing demonstra- 
10 Easy REPLACEMENTS tion of economy and efficiency which is rapidly increasing 
ware and irs are made without re- poe = satisfied —_ The Bean ys thas = a 

ing the classifier head or dismantling the in the column at the left. A perusal of them will provide 
po Bape oy to the grtading jee oe a brief explanation of why the C-E Raymond Bowl Mill is 
for easy removal of bull ting and rollers. today the “best buy” in coal pulverizers. A-549 











OMBUSTION ENGINEERING COMPANY, 200 MADISON AVENUE, NEW YORK, N. Y.¢ CANADA: COMBUSTION ENGINEERING CORPORATION, LTD., MONTREAL 


ENGINEERING 


This page is reserved under the MSA PLAN (Manufacturers Service. Agreement) 





Public Utilities Fortnightly 


WHEN WORKING PRESSURES GO 





Grinnell Interpretive Engineering and Prefabrication Facilities 


Assume New Significance 


With the announcement of new power installations 
almost invariably come new highs in working pres- 
sures. As these pressures climb, piping requirements 
become increasingly complex. 

Because of Grinnell’s proved ability to interpret the 
requirements of super-pressure installations in terms 
of alloy steel piping, formed and welded sub-assemblies, 
margins of safety and underwriter’s inspection, lead- 


ing engineers prefer to “give the plans to Grinnell.” 


The header shown here typifies the intricacies of 
today’s pipe fabrication. It is on jobs like this that 
engineers are depending upon Grinnell for accurate, 
pre-tested sub-assemblies, which reduce costly field 
welding to a minimum. 

Conveniently located plants assure ‘time-table” 
delivery on any power or process piping installation. 
Grinnell Co., Inc., Executive Offices, Providence, R. I. 


Branches in principal cities of the U. S. and Canada. 


recraseiearion ay GRINNELL 


wHenever PIPING is invotveo 
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ELECTRIC 
SYSTEM 
HANDBOOK 





complete man- 
al of central 


Bstotion practice 


Editor-in-Chief 
CLARENCE H. 
SANDERSON 


sst, Electrical Engineer, 
e New York Edison 
American 

of Electrical 


of 
Electrical Engineering 
Experts 


1131 pages, 5 x 8 
flexible 
illustrated 

$5.00 


ere is a complete 


of electric 
bystems, COVe ring 
very phase of the 
subject from the gen- 
ration of electricity 
0 its distribution. 


Thorough; Practical 


he book answers 
he demand for a 
practical handbook 


which will tell the 





- Electrical 


22 NM eM aw 


. Electrical 


_ Sy 


Section Headings 


Energy and 
Its Transmission 
Auxiliary Electrical 
Equipment. 
Switchboards 

Motors 

Generating Stations 
The Transmission Sys- 
tem 


. Alternating Current 


Substations 


. Railway Substations 
. Direct Current Substa- 


tions for Light and 


Power 


. Distribution 
. Protection of Electrical 


Apparatus, Circuits and 
Systems 


. Inspection and Main- 


tenance 
Engineering 
Tables 


. Standard Definitions of 


Electrical Words and 


Terms 











HI-PRESSURE CONTACTS 


characterize all 


REL E swrcune cqupment 


The Hi-Pressure contact, a feature originated by 
The Railway and Industrial Engineering Com- 
pany, has revolutionized modern switch design. 
Switch contacts are wiped clean of dirt, corrosion, 
metal oxides, etc., with each operation and a clean 
metal to metal contact is assured. 


Pressure is constant, assuring a contact which is 
free from the arcing or spitting which interferes 
with proper radio reception. 


The original Hi-Pressure contact switches have 


ticity and generation and carrying on through 
tansformation, transmission, power lines, de- 
ign, construction, operation, repair, inspection 


been giving satisfactory service under all operating 
conditions for many years. 


field 


ible” or t \ : . ) 
tion, 
R. I. 


ada, Send check, money-order or cash to 


UBLIC UTILITIES FORTNIGHTLY 


MUNSEY BLDG., WASHINGTON, D. C. 








RAILWAY& INDUSTRIAL 


ENGINEERING CO. 
GREENSBURG, PA. 
Sales offices in principal cities 
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Sell The Furnaces That 
Have Selling Advantages 


NIAGARA 


Winter Air Conditioning 
and Gravity Units 


HE outstanding features of Niagara Gas Furnaces give 
you plenty of selling advantages to speculative, con- 
tract builders and home owners alike. 


With Niagara, you sell the advantages of copper 
chrome cast iron: or... Toncan iron heat exchangers... 
a selection of belt or direct drive blowers with two speed 
control ... the exclusive Niagara summer-winter switch 

- modern casing design . . . concealed inner controls 

. and A. G. A. approval. With these go two most im- 
portant sales features — low prices and high operating 
efficiency. 


Write for complete information. 


The Forest City Foundries Company 
2500 West 27th Street Cleveland, Ohio 
Established in 1890 
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mM“ floodlighting improvements 
have been made by Westinghouse 
for protection of persons, property and 
production. These include both the units 
and their application to specific require- 
ments. In many installations even the 
floodlighting itself must be protected. 
Thus Westinghouse protective indus- 
trial lighting brings new night-time safe- 
ty to America’s workshops and workers 
—safeguarding production and delivery 
to help insure speedy fulfillment of the 
national preparedness program. 


se | TOMOBILE 


Para ters, 


WESTINGHOUSE ELECTRIC & MANUFACTURING COMPANY, EAST PITTSBURGH, PA. 


Tune in “Wusical Americana.” N.B.C. Red Network, Cuast-to-Coast, every Thursday evening. 


Westinghouse (w 


ELECTRICAL PARTNER OF THE CENTRAL 


STATION 





INDUSTRY 
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"See-A-Mile’” MASTER- LIGHTS 


Speed Up Your Repair Crews! 


aster, safer night repairs! 

That’s what MASTER- 

LIGHTS’ HIGH POWER and 

ONE-HAND AIMING mean to 

our repair crews! MASTER- 

IGHTS’ brilliant mile-long 

beams even spot broken insu- 

lators at a distance in any 

eather. They give your repair- 

men the light they need to 

ork faster in greater safety! 

And your drivers will praise 

he One-Hand Controls of roof- 

mounted MASTER-LIGHTS—for this patented feature gives them greater convenience 
n locating trouble spots and more safety in driving! 


You'll find MASTER-LIGHTS soon pay for themselves in time saved. And you'll 
ind replacement costs amazingly low—for MASTER-LIGHTS are built to last! Rust 
snd weather-proof construction is all aluminum, brass, and bronze, heavily chromium 
lated—reflectors are fully parabolic, triple silver plated. 


ve Fs MASTER. MAKE YOUR OWN TESTS! 


(llastrated below) Your own operating conditions — your 
For General Utility own service usage—these are the proving 
Purposes grounds you can trust! Send now for the 
barchlight Range: over one MASTER-LIGHTS you need. We'll ship 
o-flament bulb ag gen them to you at once for 30 days FREE 
fon ise bower consump. TRIAL, Then—watch overtime emergency 


ion service light; or brilliant . i 
Mie oe candie-power crew payrolls shrink — worker efficiency 
ight. 3-way toggle switch er i 
erates both filaments. 6-in. rise! And remember—when you decide to 
C ector,. 
make your MASTER-LIGHTS standard 


equipment, you’re in line with outstanding 
public utilities all over the country! 





Above: TYPE T MASTER-LIGHT 
Roof a for Repair Cars, 


a 
Choose Your Lights Now [°° ‘iiss cttica°"* 


soa range: one mile. Most 


Our new folder, “1940 MASTER-LIGHTS” _ powerful automobile spotlight made. 


Points in any direction. Penetrates 


illustrates and describes our full line of smoke and fog. Operates econom- 

° opens ° a ically from car battery. Friction de- 
public utilities searchlights and floodlights. vice holds light In any position re- 
i] 


es You'll find the MASTER-LIGHTS you need 2357.56 fener ees ea: 


in it! Write for your copy today. Address, aed 4 pth . 


gears to wear and rattle. 


ARPENTER MFG. CO., 179 sidney st,, Cambridge, Mass. 
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Robertshaw can always be 
depended upon to provide improvements 
which enable utilities and equipment 


dealers to prove to the consumer that the 


best cooking service is Robertshaw cook- 


ing service. 


Are your salesmen armed with this effi- 
cient sales manual? It's boosting earn- 
ings for thousands of salesmen every 
working day. Write fdr a copy—tree. 
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trucks we have in cpevations is 
giving outstanding economical 
service ... this is true not 
only of the trucks we pur- 
chased from you during the 
last year, but every Dodge 
truck we have placed in serv- 
ice since 1935 ... the 144-ton 
units placed in operation over 
5 years ago are still on the 
job and operating with an 
efficiency that compares favor- 
ably with the later model 
Dodge trucks.” 


that these trucks ! 
> apres ay City of Toledo are ao City of Toledo, Ohio 


operation!” ° 


ng the 
- peer they are in 










* One word covers the money-saving 


satisfaction a Dodge Job-Rated truck A TRUCK THAT FITS YOUR JOB 
gives its owner. That word is “Quality” , 

... Dodge Quality. The extra thou- SAVES YOU MONEY: 

sands of miles they stay on the job 
are the direct result of QUALITY Trucks too small for your Dodge builds 112 standard 
engin eering, Qu ALITY mat Is and or too large for your » chassis and body models—one 
age workmanship in trucks that esr neTheneag nelasienrige ss 

t the job. Start saving now with low- 
priced, high-quality Dodge Job-Rated Seeeee Wet See Che Boch Dodge Job-Reted truck 


powered or overpowered has the right f 6 diff t 
trucks! See your Dodge dealer. are wantefal. oan seek. agi — 


DODGE DIVISION, CHRYSLER CORP., DETROIT, MICHIGAN 


truck engines. 


Trucks with the right sized Each Dodge truck has the 
units throughout last right one of many clutches, 
longer on your job... transmissions, rear axles, etc. 





What you pay for trucks Dodge Job-Rated Trucks are 


DEPEND ON DODGE See » PRICED WITH THE LOWEST 
| fre- Rated TR U CKS is even more important. for Every Capacity 


1 ' 
|-1'Z-2-3-TON CAPACITIES. 112 STANDARD CHASSIS AND BODY MODELS ON 18 WHEELBASES » Seu: Daten’ wEANS 3 TRUCK TWAT FITS YOUR J08| 
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Customer Usage Data 
© At Lower Cost ein Less Time 
e With Greater Accuracy 





THE ONE-STEP METHOD 


OF BILL ANALYSIS 


R & §S Bill Frequency Analyzer: developed for our Utility Rate Service. 
The kw.-hrs. billed are entered on the adding machine keyboard. A tape is 
prepared of all items and a ption total lated which serves as a 
control. At the same time—through this single operation—the bill count for 
each kw.-hr. step is made by the electrically controlled accumulating registers. 














@ A continuance of frequent rate changes—the necessity of checking load-building 
activities—the pressing need for current data on customer usage—are but a few of 
the reasons many Companies are using R & S ONE-STEP METHOD to analyze and 
compile information required for scientific rate making. They have not only reduced 
the costs on this work to a fraction of a cent per item, but have obtained monthly 
or annual bill-frequency tables in a few days instead of weeks and months. 





@ Write for your copy of "The One-Step Method of Bill Analysis," an interesting 
booklet which describes briefly how these savings are accomplished. 


Recording & Statistical Corporation 


Utilities Division 
102 Maiden Lane, New York, N. Y. 
Boston Chicago Detroit Montreal Toronto 
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Two 8-inch Alcoa Aluminum channels, 

bolted back to back, form each leg of 

this bus installation. The natural stiff- 

ness of the channels permitted the use of 

long spans. Where the bus jumps sixty-four 

feet across a street and a railroad track, 
simple truss construction was used. 

The bus runs 430 feet, indoors and out. 

Aluminum was chosen because it offered the 


best combination of mechanical and elec- 


[NWerey: 


trical characteristics. It Has high current- 
carrying capacity. 

Light in weight, Aluminum buses—tubular, 
flats, channels or angles—place less burden 
on supports. Structures can be lighter, with 
the result that you save money all around. 
Standard construction methods and simple, 
inexpensive fittings are used with Alcoa 
Aluminum buses. ALUMINUM COMPANY OF 
America, 2134 Gulf Building, Pittsburgh, 
Pennsylvania. 


ALUMINUM 
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Cut Your Pipe More 
Quickly, Cleanly, at 
Lower Cost with a 


F you haven’t tried a 


this Housing ever 


Polit replace 1 Erce | eae NS Tf RIZAID Pipe Cutter, 
. you’ve been missing a 
- : pleasant experience. 
For this modern stand- 
ard RIEAID has a new- 
type thin blade cutter wheel of tool steel, 
forged and assembled in a solid steel 
bushed hub—to give you many more clean 
quick cuts, saving you time and money. 
There are also heavy-duty cutters, includ- 
ing a new trench type four wheel cutter. 
All are built to hold alignment, always 
cut true. For economy and better work, 
ask your Supply House for RIFAIDs. 


THE RIDGE TOOL CO. + ELYRIA, OHIO 


FFs ([b PIPE Too.s 


FlEe1cl PIPE TOOLS 
In use all over the world 
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BEHIND THAT NAME STANDS 
A BATTERY WITH WORLD-WIDE ACCEPTANCE 


N the world of industry, just as in the realm of 
I science, art, or medicine, there are names that stand 
out—names that are synonymous with achievement, 
leadership, success. 


Preeminent in the storage battery industry, and 
therefore worthy of the respect accorded it by en- 
gineers and users everywhere, is the Exide Battery. 
For over fifty years the pioneer in the storage battery 
field, the history of Exide is, in effect, a history of the 
storage battery industry. 


That is why Exides are so confidently chosen, so 
widely used—by telephone, power, and transit com- 
panies, as well as thousands of private industrial or- 
ganizations. 


Put your faith in Exides—the batteries with world- 
wide acceptance. 


THE ELECTRIC STORAGE BATTERY COMPANY 


The World’s Largest Manufacturers of Storage Batteries 
for Every Purpose 


PHILADELPHIA 


Exide Batteries of Canada, Limited, Toronto 
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WHY NOT USE DUCTS THAT. 


COST LESS TO INST 


‘i wae : = 
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ohns-Manville TRANSITE 


FOR LOW-COST ELECTRICAL DISTRIBUTION 
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ITS EASY FOR UTILITY COMPANIES_TO SAVE 
MONEY WITH VARI-TYPER .... 


Compose copy for your bulletins, sales manuals, booklets, catalogs, 
rate schedules, etc. in your own office on the composing Type Writer 
with changeable faces and spaces. Any competent typist after proper 
instruction can Vari-Type your work to stencil, metal plate or photo- 
offset master copy with large savings and improved appearance. 


Write today for new specimen portfolio “How Utility 
Companies Profit with Vari-Typer’ with actual samples 
issued by organizations in the utility field. 


RALPH C. COXHEAD CORPORATION 


Manufacturers of Vari-Typer 


333 Sixth Avenue New York, N. Y. 











Public Utilities Fortnightly —The one, complete information service 
devoted to the policies, practices and status of utilities, as affected by Gov- 
ernment, and allied topics. 


Conducted as an open forum for the frank discussion of both sides of 
controversial utility questions. 


Issued every other Thursday—26 times a year—Annual Subscription $15. 

















12,000,000 meters 
now in service are old and uncompen- 
sated, Considerable revenue losses often 
result from meter modern appliance 


loads with these uncompensated meters. 


however, the loags imposed by today’s 
I 
diversified electric appliances are met- 


ps 
ered accurately - in full reve- 


| i 
@ With modern Sangamo Type J Meters, 





nue for all load gains. 


f —_*< 





























\ PAYLOADS when metered with reoclesee meters 


SANGAMO ELECTRIC COMPANY 


$s PR UNC FL EL DO + Est¢laee ors 


; 


: 
i 
i 
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DAVEY TREE TRIMMING SERVICE 


1846 1923 
JOHN DAVEY 
Founder of Tree Surgery 


Getting the Clearance 


@ Plenty of It 

e@ Skillful Workmanship 
@ Happy Tree Owners 
e@ Low Unit Costs 


Always use dependable Davey Service 


DAVEY TREE EXPERT CO. KENT, OHIO 


DAVEY TREE SERVICE 

















Wilson, Herring and Eufsler's 


PUBLIC UTILITY 
REGULATION 


571 pages, $4.00 


N analysis of the nature, extent, and problems 9 

public utility regulation in the United States 
with emphasis upon the expanding role of the Federa 
Government in the regulation of public utilities, ; 
activities in undertaking power projects and pro 
moting rural electrification, and the issues involve 
in governmental ownerships. The well-rounded treat 
ment and critical viewpoint will be of aid to all wh 
are interested in evaluating the present status o 
public utility regulation, its strengths, weaknesses, ant 
significance for privately-owned industry. 


Order from 


Public Utilities Reports, Inc. 


Munsey Bldg. Washington, D. ¢ 














HYDRAULIC TURBINES 
BUTTERFLY VALVES 
MECHANICAL RACK RAKES 
GATES—HOISTS 
PENSTOCKS, ETC. 


Boiting the Spiral Casing before Riveting 
NEWPORT NEWS SHIPBUILDING AND DRY DOCK COmrANe 


Hydraulic Turbine Division 
NEWPORT NEWS, VA. 
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EGRY BUSINESS SYSTEMS for UTILITIES 





ELECTRIC AUTOMATIC CONTROLLER 
For THE ADDRESSOGRAPH 


This new Egry Controller adapts the Addressograph to a wider range 

of important time-, labor-, and money-saving operations. Used with 
DEMONSTRATIONS Egry Quality Continuous Stationery, it speeds up the work of writing 
7 5 multiple copy business records. Forms are fed into writing position 
of lage yregdbndirg oun. in perfect alignment at a speed synchronized with the Addressograph 
out cost or obligation. For itself. The use of costly, one-time, pre-inserted carbons and other 
literature and further details ad- wasteful methods is eliminated. To use the Egry Automatic Con- 
dress Department F-125. troller requires no change in Addressograph construction or operation. 


The EGRY REGISTER Company 


Dayton, Ohio 
SALES AGENCIES IN ALL PRINCIPAL CITIES 


abet The Egry Register Co. (Canada) Ltd. King and Dufferin Sts., Toronto, Canada. ee. 
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here’s no such thing as 
a standardized condense 


It's a highly specialized engineering job to build 
just one condenser. Elliott engineers have built 
many — each one carefully designed to do its par- 
ticular job. 

Elliott engineers thoroughly and positively go 
into details—load factor, water temperature, pump- 
ing heads, value of vacuum, water quality and 
quantity, initial cost, and operating expense — all 
are analyzed for the individual requirements. The 
right condenser for the job is always the result. 


An outstanding record of 

successful condenser appli- 

“3 cations makes the Elliott 
7 : ; 

staff of engineers particu- 

larly capable of helping you 





} 
| with yourproblem. No obii- 
gation. Write us. 


CONDENSER 


ELLIOTT 
COMPANY 


Heat Transfer Dept. 
JEANNETTE, PA. 


District offices in 
Principal Cities C-374 
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National Institute o vi Municipal Law Officers convenes, Washington, D. C., 1940. 
American Society of Mechanical Engineers ends session, New York, N. Y., 1940. 








q Mid-West Industrial Gas Sales Council convenes, Chicago, Ill., 1940. es) 








Le eae Society for Public Administration will convene, Chicago, Ill., Dec. 29, 30, 





{ Society of Automotive Engineers will hold meeting, Detroit, Mich., Jan, 6-10, 1941. 
q Investment Bankers Association opens convention, Hollywood, Fia., 1940. 





q Nebraska Irrigation Association holds meeting, McCook, Neb., 1940. 








q National i ay 4 Railroad and Utilities Commissioners starts annual conven- 
tion, Miami, Fia., 





{ National Chemical Rape, or by Chicago Section, American Chemical 
Society, begins, Chicago, Iil., 





{ American Transit Association, Bus Division, will hold Midwest regional conference, 
Kansas City, Mo., 1940 





Vgoehe General Contractors, Carolina Branch, opens convention, Pinehurst, 
Gis 4 





4 American pee of Civil Engineers will hold convention, Baltimore, Md., © 
Jan. 15-18, 





q National Public Housing Conference will be held, New York, N. Y., Jan. 24-26, 1941. 





WT American Society o; Ff Heating oud ene Engineers will convene for session, 
Kansas City, Mo., Jan. 27-29, 





Lge ag ioeiote a Electrical Engineers will hold winter convention, Philadelphia, 
Pa., Jan. 27-31, 














{ Southern Gas Association will hold joint meeting with A.G.A. Southern-Southwestern 
regional gas sales conference, Dallas, Tex., Feb. 10-12, 1941. 


773 











Photo by Peter A. Juley & Son Courtesy of Cunard Steamship Co 


Ships of Leif Ericsson 
Pendentive, Cunard building, New York city 





ship Co. 
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Utilities: The All-American 
Dupes for Taxation 


It is not generally realized to what great extent utility taxes, on the 
average, exceed tax payments by other industrial groups. This article, 
which compares utility and nonutility tax payments, raises a serious 
question of tax policy. Why should utilities pay so much more in taxes 
than any other kind of business? Is the answer solely because of the 
practical convenience of collecting taxes on utilities? Or is there a more 
equitable or social basis for soaking the utilities with taxes as compared 
with unregulated business enterprises? 


By RILEY E. ELGEN 
CHAIRMAN, DISTRICT OF COLUMBIA PUBLIC 
UTILITIES COMMISSION 


of war, taxes are essentially the 

handmaiden of Mars. Because in 
such a capitalistic nation we do not 
draft labor and industry but each pays 
his part through taxes in hiring the 
men, buying the materials, in obtain- 
ing not only the finished products 
necessary to total defense, but in the 
conduct of all things essential to it. 
The only way the money to pay for 
these objectives can be successfully 
raised in the end is by taxation. 


[’ a democracy such as ours, in time 


This should not be discriminatory 
with respect either to classes of indi- 
viduals or businesses. And naturally 
those who are charged with regulating 
business and who are responsible for 
keeping its rates, tolls, and charges at 
the lowest level consistent with legal 
requirements do not like to witness 
any greater tax burden in the bills the 
public has to pay than is absolutely 
necessary. It is for this reason that 
the following little known or rarely 
recognized fact gains especial signifi- 
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cance: It is observed that regulated in- 
dustries, such as gas and electric utili- 
ties, railroads, communications, pay 
two and three-quarters times as much 
for taxes from each dollar of business 
done as do unregulated industries. 

In other words, if the latter paid 
relatively the same proportion of their 
revenues in taxes as regulated indus- 
try, the tax collector would receive 
around 1,966.3 million dollars more 
than he does from the ones here dis- 
cussed. If a tax rate comparable to 
that of the electric utilities were paid 
by all other regulated as well as that 
part of the unregulated industry in- 
vestigated by us, the public coffers 
would be increased by 2,658.5 million 
additional tax dollars annually. 

While we have not the advantage of 
a complete statement of what all un- 
regulated industry pays annually in 
taxes, we do have the total annual in- 
come and taxes paid by all utilities? and 
512 of the largest unregulated busi- 
nesses having their securities listed 
with the Securities and Exchange 
Commission. These concerns have 
been segregated into 40 different cate- 
gories. The 512 industries used in this 
study are far better than just a fair 
sample. They do business annually 
aggregating over 26,033 million dol- 
lars, and have securities aggregating 
over 16,762 million dollars registered 
with the Securities and Exchange 
Commission and outstanding in the 
hands of the public. 


nN interesting fact which might be 
kept in mind as a sort of by- 
product from this analysis is that 16.4 
per cent of the nonutility securities are 
bonds, 20.3 per cent preferred stock, 


1See Table II, p. 779. 
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and 63.3 per cent common stock. Com. 
pare this with the utilities (45 billions 
in securities ), which run around 50 per 
cent bonds, 10 per cent preferred, and 
40 per cent common stock. 

These nonregulated businesses do 
not include all large American indus. 
trial units. For instance, Ford is not 
included under “autos.”’ So it is with 
many others. The data from which 
these facts are taken came from re. 
ports of these registrants to the Securi- 
ties and Exchange Commission. Quite 
naturally these data are thought to be 
reliable as the reports are made under 
oath by responsible officers of the reg- 
istered corporations. Included in this 
study is between 14 and 15 per cent of 
all taxes paid in the nation. 

You observe looking at Table I that 
the range of taxes is from 6 cents out 
of each dollar taken in by telegraph 
companies to as high as 15.5 cents out 
of each pipe-line dollar, with an aver- 
age of 11.1 cents for all regulated in- 
dustry or public utilities as a group. In 
contrast with these figures other tables 
of unregulated industry disclose that 
the different groups have much lower 
tax bills to pay out of their dollar of 
revenue. These range all the way from 
1.3 cents out of each meat packer's 
dollar to as high as 8.6 cents out of 
each toilet preparation and soap manu- 
facturer’s dollar of business done. Out 
of the 40 different categories of cor- 
cerns shown three pay less than 2 
cents; eleven pay less than 3 cents; 
twenty pay less than 4 cents; twenty- 
seven pay less than 5 cents, and thirty- 
two pay less than the lowest amount 
paid (6 cents) by any one of the regu- 
lated businesses or public utilities; 
thirty-nine pay less than 7 cents and 
only one pays higher. 
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roM these facts it can be seen that 

for some reason or other customers 
pf regulated industry are called upon 
9 bear tax burdens far in excess of 
hose of other lines of endeavor. Now, 
don’t get the idea that the Federal in- 
ome tax burden of utilities is so large 
hat it supplies the answer. Out of each 
tax dollar paid by unregulated indus- 
ty 68 cents goes to the local tax col- 
ector and 32 cents goes to the United 
States Collector of Internal Revenue. 
For all industry, regulated and unreg- 
ulated, 69 cents out of the tax dollar 
went to the local collector and 31 cents 
to Uncle Sam. So it is quite obvious 
that the difference between the two 
groups of industry cannot be attrib- 
uted to Federal taxes because very lit- 
tle difference exists. 

In Table II is shown in millions of 
dollars the annual volume of business 
done by each utility named, together 


with the total taxes paid and the pro- 
portion which one bears to the other. 
The total annual business, 10,503.8 
millions of dollars, and the aggregate 
of 1,161.3 millions of dollars of 
taxes paid certainly show that this 
group of industries is perhaps the 
foremost tax-paying group in the 
nation. Some of them are in dire 
need of modernization. The 184 
millions annually that the rails pay 
for taxes in excess of the average paid 
by unregulated business could profit- 
ably be invested in new equipment in 
the interest of national preparedness. 
This is particularly true of the rail- 
roads. 


O F course, when it comes to moving 
people, materials and supplies, or, 
for that matter, armies, guns, ammuni- 
tion, and performing the essential 
service of supply for our field forces, 
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Table I 
UTILITY AND NONUTILITY TAXPAYERS 


This shows, in parallel columns, all the utilities on the left, and unregulated 
businesses on the right. The tax rate percentage is in terms of gross 
revenue. Note these utilities are compared with a similar num- 
ber of unregulated businesses paying the highest relative taxes. 


Cents out of 


each dollar of . 
business that hod oan 


goes for taxes ynregulated 


All public 

utilities 

Name 
Pipe lines 
Electric 
Telephone 
Manufactured gas 
Street cars 
Bus companies 
Natural gas 
Railroads 
Electric railroads 
Trucking 
Radio telegraph 
Pullman 
Express 
Telegraph 


Weighted average 


Cents out of 
each dollar of 
business that 


tax-payin 
Paying goes for taxes 
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industries 
Toilet preparations ...... 
Agricultural machinery .. 
Nonferrous 
Automobiles 


Sugar refining 

Clay products 

Office machinery 

Tires and other rubber... 
Steel 

Chemicals and fert. ...... 
Biscuits and crackers .... 
Oil refineries 


u| Bunnnnnraraagage 
NT OnNe®UNOCSCOCRREUAD 


Weighted average 
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we are not now dependent upon rail or 
water lines to the extent we were in 
the last World War. On the other 
hand, if we were dependent on the 
rails for transportation to an equal de- 
gree now as we were during the 
World War, we should be in a devil of 
a jam. 

Because 71 out of each 100 locomo- 
tives of the railroads actually are vet- 
erans of the other World War. Some 
were even then approaching the end of 
their useful life. Only 6 out of the 
typical 100 power units are less than 
ten years old and most of them were 
built for either yard or passenger train 
service. Few of these comparatively 
modern ones were intended for use in 
handling freight. In fact, over one- 
third of these locomotives were bought 
either during the Taft administration 
or prior thereto, and nearly one-third 
of the remainder during the latter half 
of Taft’s and the first half of Wilson’s 
administration. Of those remaining, 
37 per cent first saw rail service during 
the last World War. Yes, we have a 
lot of veteran locomotives. They have 
already been through one World War. 

In view of the fact that twenty-five 
years is generally considered by in- 
formed authorities to be the useful life 
of rail locomotives and cars, it must be 
apparent that as a whole the railroad 
equipment is nearing the end of its use- 
ful life. 


- there had been continuing pros- 
perity instead of endless depres- 
sion since 1930, and if the rails had 
kept up the former rate of renewal of 
their power units, then at least all loco- 
motives bought during the Taft and 
half of the early Wilson administra- 
tions would long since have been made 
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into shrapnel. During the eight years 
before the depression they bought 
2,066 new locomotives annually. The 
along came the depression and the 
rails had no use for the equipment the 
already possessed. They were bur 
dened with taxes, and not in a financia 
position to buy thousands upon thou 
sands of the latest model locomotive 
and hold them for either a return to 
prosperity or the coming of a war. A: 
a business proposition such a move 
would have been asinine in the extreme. 
Of course, some of these old hoggers 
have been modernized as far as busi- 
ness conditions and mechanical feasi- 
bility warranted. 

So don’t let anyone kid us about our 
modern rail locomotives because we 
just do not have many such things. 
Furthermore, even if all the loco- 
motives we do have were modern, eff- 
cient ones, for every 100 we had when 
we entered the last World War we now 
have only 70. For that matter, be- 
cause of lessening demands for freight 
and passenger service during the past 
decade of lean years, the railroads only 
have 73 freight and 73 passenger cars 
for each 100 they had when we entered 
the last World War. Here again, in 
cars, we see the devastating effects on 
modernization due to the lack of some- 
thing or somebody to haul. Thus a 
shift in the tax burden would help ma- 
terially in correcting these unsound 
transportation conditions. 


HEN it comes to preparing for 

war it is just as essential to have 
a modern transport to act as a service 
of supply as it is to have modern guns, 
airplanes, tanks, warships, and a mod- 
ern army, navy, and air corps. Well 
there is one thing certain, and that 1s 
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Table II 
TAXES PAID BY UTILITY GROUPS 


This shows the annual volume of business done by the fifteen regulated 
industries listed, the total taxes paid, and the cents 
paid out of each dollar for taxes. 
Cents paid 
Taxes out in taxes 
paid for each 
Million dollar takenin 


Dollars Cents 


Volume of 
business 
Million 
Dollars 


Kind of Utility 


Pipe lines 
Electric 
Telephone 
Manufactured gas 
Street car 

Bus 

Natural gas 
Railroads—steam 
Railroads—electric 
Trucking 


Radiotelegraph 
Pull 
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that we don’t have a modern rail sys- 
tem. 

Of course, we have means of trans- 
portation of soldiers and supplies that 
we did not have during the World 
War. Since the end of the World War 
(1914-1918), the whole pattern of 
both public and private transportation 
in this country, and to a lesser extent 
abroad, has radically changed. Full 
advantage appears to have been taken 
of these changes by the totalitarian 
governments in their pursuit of this 
miserable war for world domination. 

As for our nation, if automotive 
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transportation be of so great impor- 
tance in making war, we too are plenti- 
fully supplied at least with that useful 
instrument of modern warfare. For 
when Kaiser Wilhelm II began the 
rape of Belgium in 1914 we had 548,- 
139 family autos and in all a more or 
less heterogeneous collection of 24,900 
motor trucks in this country. But 
when Herr Hitler, dictator of Ger- 
many, began the rape of Poland in 
1939 and plunged Europe into another 
World War we had 26,250,000 family 
autos and 4,460,000 motor trucks. In 
other words, there are now 50 family 
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cars owned and used as transportation 
vehicles where there was only one 
jalopy found at the beginning of the 
other World War. 


HE family car has become as 

much of a necessary part of what 
we call home as is the kitchen sink or 
the bathroom and has grown by leaps 
and bounds, as the prices and purchase 
terms of them have been lowered to 
where the big bulk of the families can 
at least meet the payments on them. On 
the other hand, the most notable 
growth has been that of the motor 
truck. When the paper hanger with 
the smudge on his upper lip turned 
butcher and began blitzkrieging and 
cavorting around Europe a year ago 
come last summer, we had on our mag- 
nificent hard surface roads 180 trucks 
where there was only one when 
Kaiser Bill’s Grey Hordes swarmed 
over the blood-soaked soil of north 
France and Belgium. 

Like the rails, operators of busses 
and trucks have been burdened too 
with taxes far in excess of unregulated 
industry. Were more equitable taxa- 
tion accorded them they too might in- 
crease the quality of their equipment 
and services to the benefit of national 
preparedness and security. 

If the telephone and electric utilities 
paid taxes commensurate with that 
paid by unregulated industry and busi- 
ness, it would be possible to reduce the 
cost of those services to their customers 
in an amount approximating $368,- 
000,000 annually. 

Of course, the matter of taxes paid 
by industry and business in general is 
an item of cost of manufacture, oper- 
ation, or service to be passed along to 
their customers. Thus it will be seen 
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those who are charged with the dut 
of regulation are interested in seeing 
that the public does not pay taxes 
through utility rates, higher than th 
customers of textile and fabric many. 
facturers, chain groceries, other chai 
stores, department stores, mail orde 
houses, and others. 


| geen if it were not possible to 
shift utility taxes to the backs of the 
customers through the utilty rate 
structures and accounting systems 
more of a fight might be made before 
legislative bodies to convince them that 
tax structures ought not to be increased 
in that direction. Perhaps the deter- 
mined fights made by nonregulated 
competitive industry are the reason that 
those businesses pay so much less out 
of their total income to the tax collec- 
tor. 

It is not enough for competitive 
businesses to be able to pass their taxes 
along to their customers, because some 
one or more such concerns may elect to 
absorb his taxes and not pass them 
along and then disaster may occur to 
the trade of his competitors. Regu- 
lated business has no competitors, so it 
counts on putting the extra charges on 
the backs of its customers. In fact 
courts and commissions have laid down 
that principle and even though there 
were an inclination to do otherwise, 
law and regulation have so decreed. 

As to Table I, you will observe a 
fair demonstration of what each utility 
pays out of its income for taxes, con 
pared with the very highest taxpayers 
of the nonregulated industries. Al 
though the sum total of the business 
transacted in the course of the year by 
these highest tax-paying nonregulated 
businesses is somewhat greater than 
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Table III 


TAXES PAID BY NONUTILITY GROUPS 
Cents paid 
Volume of Taxes out of each 
business paid in Dollar for 
Million Million Taxes 
Nonregulated industries Dollars Dollars Cents 


Toilet preparations—Soap 4 $ 29.9 
Agricultural machinery 5 39.5 
Nonferrous metals : 70.1 
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Tires and other rubber products 
Steel 
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Biscuits and crackers 

Oil refineries 

Motion pictures 


an 
OnNinwN 


wd —_ 

oo Eee 

YI00 inh GOONuUre 

CNHAROWUNAIDW 
EEAMNMMAMANAXAAN ANS 
CONMCUNODOHLAAUDS 


do 
S 
ro) 





ade 
N 


$13,742.1 $787.5 


LOWER CLASS TAX-PAYING GROUPS 


Drugs and medicines 237.1 
Building equipment 281.1 
Grocery specialties 449.0 
Containers—cans—glass 

Printing and publishing 

Building materials 

Bread and cakes 

Paper and allied products 

Chain stores 

Rayon yarn 

Auto parts 

Carpets, rugs, floor coverings . 
Publishing newspapers, mags., etc. 
Upholstery 

Textiles and fabrics 

Paints and varnishes 

Cigarettes * 

Food canning—Preserving 

Department stores 

Dairy products 

Mail order houses 

Apparel 

Vegetable oils 

Chain groceries 

Meat packers 


Total—Table III $26,033.0 
Total—Regulated Business .. 10,503.4 


Grand Total—Regulated and 
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Aggregate tax collections in nation 
Per cent represented above 


* Does not include special Federal stamp tax. 
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that of the regulated business, the 
former pay proportionately only about 
half as much of its gross in taxes as 
do the regulated business. In Table 
III, nonregulated businesses are in- 
vestigated in more detail and the 
volume of business and comparative 
taxes paid by each group are shown. 


H™ is another social angle to con- 
sider. Utility taxes have more of 
a direct bearing and effect upon the 
family budget than taxes paid by 
manufacturers of paints and varnishes, 
auto parts, building materials, and 
many other lines of business shown in 
Table III and having a lesser tax bur- 
den. 

For instance, how much do the 
manufacturers of steel products have 
to charge their customers—other great 
manufacturing concerns such as ship 
building companies? It is less than 
half as much as the amount utilities 
have to include in the family utility 
dollar on account of the expense of 
taxes. In other words, electric utilities 
have to include in the family electric 
bills 2.6 times and the telephone utili- 
ties 2.5 times as much, on account of 
taxes, as tire companies, steel com- 
panies, and chemical manufacturers 
include in their sale dollars to cover 
that item of expense. 

Since the cost of war preparedness 
will ultimately unquestionably make 
necessary a rearrangement of methods 
of taxation, it might be well to see that 


each kind of business is put upon mor 
of a basis of tax equality. Then thos 
who buy products and services will no 
pay tax burdens out of proportion 
those which others pay when purchas 
ing their particular needs. 

Further, some thought should by 
given to the methods of taxation pres 
ently in vogue to determine whether 
our present plan of taxation actual] 
yields equitable results when applied tg 
different forms and kinds of indust 
and business. The studies here pre 
sented indicate a considerable measure 
of discriminatory taxation. Thesg 
point rather definitely to the necessit 
for planning fundamental revisions, 

After all, those engaged in indus 
trial activities and, in fact, in all of the 
businesses here treated, seek to treat 
taxes as just another form of expense 
to pass along to their customers. Yet, 
from the studies shown, out of 40 dif 
ferent kinds of unregulated businesses, 
it is not possible to find a single definite 
pattern which tends to put any particu- 
lar combination in any consistent cate: 
gory with respect to tax payments. 
After the highly taxed utility, no 
other group emerges as the next high- 
est taxed or the lowest taxed. It is not 
possible to get either rhyme or reason 
out of their taxes paid in relation to 
the volume of business done. The con- 
trast whereby customers of the utilities 
are clearly shown to be in the highest 
tax-paying group is too obvious for 
comment. 





Entertainment by Telephone 


¢ oN ICKEL-in-the-slot phonographs connected by telephone lines to a cen- 


tral control office are now being tried out in Texas. 


customer who 


drops in a nickel is automatically connected with an operator who asks for 
his selection, picks it out from a stock of some 5,000 records, and plays it.” 
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—Exceret from Newsweek. 
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We, Who Are About to 
Die, Salute You 


A Nebraska railway commissioner, in retiring 

from office, gives a bit of advice, based upon an 

interesting experience, to those who may be cast for 
the regulatory rdle. 


By WILL M. MAUPIN 


FTER six years of conscientious No railway commissioner in Ne- 
A service on the Nebraska State braska has ever served three terms, 
Railway Commission, I wasde- and only four or five in the thirty- 

feated for renomination. The reason? three years of the commission have 
I did not get enough votes. Why? Be- served two terms. I deem myself lucky 
cause of many reasons. One was that to have been permitted to serve one 
just as the primary campaign opened term. And even luckier to have been 
Ihad to submit to an appendectomy, defeated in the primary instead of mak- 
therefore could do nothing other than ing an expensive campaign for reélec- 
tely upon a campaign of pamphlets in- tion and then meeting defeat, which 
stead of making a personal campaign. seems very likely to be the fate of 
Thad to rely upon friends, and it seems Democratic candidates in such inde- 
that I did not have enough. Another pendent voting states as Nebraska. It 
reason was, seemingly, that every time seldom happens in Nebraska that all 
I rendered a decision, always in con- executive state officers belong to the 
sonance with the law and the evidence, same party. Our governor is a Demo- 
I offended more than I pleased; and crat; our lieutenant governor is a Re- 
those I offended were more active in publican; our secretary of state is a 
opposition than those I pleased were in Democrat; our auditor is a Republi- 
support. Like the Negro supporter of can; our treasurer is a Democrat by 
Maverick Brander in Tim Murphy’s appointment succeeding a Republican; 
famous “Texas Steer,” I discovered our attorney general is a Republican; 
that “office seekin’ is mighty po’ and our superintendent of public in- 
business.” struction is a nonpartisan. One rail- 
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way commissioner is a Republican; 
another, myself, is a life-long Demo- 
crat; and the third was elected as a 
Democrat, although six years ago he 
was a candidate for the Democratic 
nomination and couldn’t vote the 
Democratic primary ballot because he 
was a registered Republican. Classify 
him politically as you will. 

All this to show that party ties sit 
lightly on the average Nebraska voter. 


B* and large, the office of railway 
commissioner in Nebraska is the 
most favored of the elective state jobs. 
The salary is the same as that of all the 
other state officers, $5,000 a year—the 
governor alone excepted, he drawing 
$7,500, a mansion maintained at pub- 
lic expense, and the services of a but- 
ler. In addition the railway commis- 
sionership is for a term of six years, 
all other state officers being in for a 
term of two years. The state superin- 
tendent, nonpartisan, has a 4-year 
term. That will serve to explain why 
there are always more candidates for 
the commission, two or three times 
over, than there are for all the other 
state offices combined. Seven Demo- 
crats competed for the commission 
nomination this year, and eighteen 
Republicans fought it out. I ran sec- 
ond in the Democratic primary, which 
is about as comforting as holding the 
second best hand in a jack pot. 
Despite the fact that the railway 
commission, in its actual contact with 
the public, is the most important office 
in the state, it is the least known and 
least appreciated of them all. It is the 
last state office on the official ballot, 
and the vote for commissioner is 
usually about 35 per cent less than the 
vote for governor or United States 
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Senator. The commission is always 
the target for legislators to shoot at, 
every session seeing an effort either to 
abolish it or curtail its functions, If 
neither of these succeeds, and so far 
they have not, recourse is taken to 
crippling it by inadequate appropria- 
tions. There have been three sessions 
of the unicameral legislature since | 
took office, and during those sessions 
not one of the legislators opposed to 
the commission has ever visited the 
commission office or tried to ascertain 
the facts about its work and the re. 
sults. The less a legislator knows about 
the commission the fiercer his opposi- 
tion to it. Those who know the most 
about its work and the results obtained 
are always its supporters. Unfortv- 
nately the ratio of the informed is 
about one in one hundred. 


A SMALL independent _ telephone 

company is struggling along, 
failing to pay dividends, and barely 
making expenses, and is serving per- 
haps two hundred patrons. The patrons 
think their rate is too high and apply to 
the commission for a reduction. Witha 
full knowledge of the facts from the 
record, the commission finds that a re- 
duction would practically put the com- 
pany out of business, and the applica- 
tion for a reduced rate is denied. Re- 
sult : A dozen stockholders pleased and 
two hundred patrons offended. Contra- 
wise, an independent telephone com- 
pany that is unable to set aside a de- 
preciation reserve, unable properly to 
maintain its lines, and constantly los- 
ing money at its established rate, 
makes application for a slight increase. 
With a full knowledge of the facts the 
commission grants the increase. Re- 
sult: Same old thing! 
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Importance of Railway Commission Office 


T ) sabi the fact that the railway commission, in its actual con- 

tact with the public, is the most important office in the state, 

it is the least known and least appreciated of them all. It is the last 

state office on the official ballot, and the vote for commissioner is 

usually about 35 per cent less than the vote for governor or United 
States Senator.” 





That is what every regulatory com- 
mission is up against. And it, too, is 
up against that too common belief on 
the part of many that any man who 
has a dollar invested in a public utility 
isan enemy of the public, if not a thief 
and a robber. By and large, a public 
utility commissioner’s job is about as 
thankless as any activity can be. Just 
damned if you do and damned if you 
don’t. It would be easy, and perhaps 
politically profitable, to cater to the 
public, but the commissioner who so 
acted wouldn’t be worth much. A gov- 
ernor can build a political machine by 
his patronage, but patronage is some- 
thing the utility commission does not 
possess. Aside from a few stenog- 
raphers, most of the force must con- 
sist of experts along certain lines— 
rates, engineering, accounting, report- 
ing, etc. These experts cannot be found 
at every corner or crossroads. But try 
to explain that fact to the applicants 
whose sole recommendation is that 
they voted for you! 
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HOSE favored by a decision take 

it for granted that they received 
only simple justice, and forget it ; those 
decided against—well, you have one 
guess as to what they think, and do, 
at the next primary. 

The Nebraska State Railway Com- 
mission was established in 1907 by 
constitutional amendment. While given 
jurisdiction over common carriers, its 
chief duty was confined to railroad 
regulation. From time to time added 
duties were imposed upon it until now 
it has 300 per cent more than it had 
during the first decade of its existence, 
but in the meantime its appropriation 
has been reduced gradually and more 
employees have had to be added. Its 
duties have grown to be threefold— 
executive, legislative, and judicial. It 
can make its own laws about regulation 
unless the legislature has previously 
spoken. For instance, if the legislature 
has not provided that a locomotive 
must give two long and one short warn- 
ing at a crossing, the commission can 
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order three short and one long warn- 
ing. Neither the legislature nor the 
commission has taken action on loco- 
motive whistles. But either one can. 
The commission has the same func- 
tions as a district court except only that 
it cannot impose fines or punish for 
contempt. It can act judicially by sus- 
pending or vacating its orders, after in- 
vestigation, for failure to comply. It 
can, upon proper showing, pardon the 
violator of its rules and regulations, 
something even the governor cannot do 
in case of conviction of violation of 
the law. 


B" ask the first wayfaring Ne- 
braskan you meet what he knows 
about the duties and responsibilities 
of a member of the commission and 
nine times in ten the answer will be 
either a vacant stare or a cursing of the 
commission because it is “a tool of the 
corporations.” If your hide is thick, the 
work of a commissioner will be, on the 
whole, enjoyable; if not, then you are 
on a hot seat. Fortunately for myself, 
my hide is above the average in thick- 
ness. Fifty years in the newspaper 
game has served to toughen it. The 
commissioner who performs his duty 
as he sees it, mindful of his oath and 
of the laws governing his office, will 
get soul satisfaction and his salary out 
of it, but that is about all. He will 
seldom get any plaudits from the 
public. 

Am I sore and downcast because of 
my defeat? Not a bit! On the contrary, 
I welcome retirement to private life. 
After two years of service on the com- 
mission I would have resigned to ac- 
cept a newspaper position at three- 
fifths of the salary and a contract for 
four years. I have no offer or contract 
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now, but I can buy a newspaper of my 
own, and probably will. Politically, my 
head may be a bit bloody, but, b’gosh, 
it is still unbowed. What a joy it will 
be once more to be able to pay my re. 
spects to certain political leaders and 
those ignorant of the duties of a pub- 
lic official ! 


LOST some union labor votes, al- 

though a member of a trades union 
for more than half a century, because 
of my decisions in what are known as 
station-closing cases. A railroad makes 
application to dispense with an agent- 
operator at a station and substitute the 
services of a custodian. The reason 
given is the failure of the station to 
produce enough revenue to warrant 
the present service. Many such appli- 
cations I denied; many I granted. I 
received no credit from the railroad 
unionists for the denials, but I cer- 
tainly received Merry Hell from them 
because of those I granted. I take great 
satisfaction from the fact that of the 
scores I granted only one complaint of 
the service was received by the com- 
mission, and in that one instance the 
original service was immedately re- 
stored. 

And, again, I doubtless lost some 
votes because there are those who main- 
tain that a job as commissioner is 
merely a stepping stone to a good or 
better job with some public utility. 
That is a charge made by some mem- 
ber of the legislature at every session. 
They assert that no sooner is a com- 
missioner defeated for reélection than 
he is grabbed up by some big public 
utility. It is not true. I could make that 
statement in more emphatic language. 
Nineteen men have been elected or ap- 
pointed commissioner in Nebraska. Of 
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salary ts the same as that of all 


“By and large, the office of railway commissioner in Ne- 
braska is the most favored of the elective state jobs. The 


the other state officers, $5,000 


a year—the governor alone excepted, he drawing $7,500, a 
mansion maintained at public expense, and the services of a 
butler. In addition, the railway commissionership is for a 
term of six years, all other state officers being in for a term 


e 


of two years.” 


the nineteen two have gone from the 
commission to positions with public 
utilities. One became connected with a 
chamber of commerce, and later was 
employed by the electric utilities. One 
of the two mentioned was Harry G. 
Taylor, who became connected with the 
railroad association in an executive ca- 
pacity. The record shows that Taylor 
was one of the most efficient and high- 
est regarded by press and public of 
them all. I suppose those who make that 
ridiculous claim really believe that a 
commissioner, when defeated, should 
dig a hole and crawl into it. Certain 
it is that when I retire from the com- 
mission I will not be snapped up by 
some public utility. They are not tak- 
ing on men of my age. My age is of 
no particular concern to anybody but 
myself, and I am not worrying about 
it. But old as I am I honestly believe 
that I can be of better service to the 
public as commissioner, after six years 
of experience, than a younger man who 
has to begin at the bottom and learn. 
However, the public did not seem to 
agree with me. 


| saree another reason for my de- 
feat is the fact that names count for 
a lot when election day rolls around. 
There are more voters of Scandinavian 
birth or descent in Nebraska than any 


other nationality. We have a Johnson 
in the offices of lieutenant governor, 
auditor, and attorney general, a Swan- 
son on the commission and in the office 
of secretary of state. I was defeated by 
a Democrat named Swanson, and his 
Republican opponent is a Larsen. Ne- 
braska has a large Bohemian and Ger- 
man population, either by birth or de- 
scent. No Bohemian or German of 
birth or descent has ever been elected 
to state office so far as I have been able 
to ascertain. You can figure it out for 
yourself, 

I have given several possible rea- 
sons for my defeat, but the only dis- 
cernible reason is that I did not get 
enough votes. But let me say in con- 
clusion that I am satisfied with my 
record, and that is enough. I would not, 
upon the evidence presented before me, 
change a single decision I have ren- 
dered. Like good old Bill Klem, the 
baseball umpire, I called them as I saw 
them, and walked away tough. Per- 
sonalities and partisanship never in- 
fluenced me in the least degree. Neither 
did partisanship enter into any of my 
appointments, although I confess that, 
all things being equal, I favored the 
Democratic applicant. But the one I 
deemed best fitted for the job received 
my vote, politics notwithstanding. As 
an afterthought, perhaps that position 
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cost me a few votes. I dunno! Not- 
withstanding the fact that for six years 
the commission has had a Democratic 
majority, the best paying job is held by 
a Republican, the next best by a Demo- 
crat, and the third best by a Republi- 
can. Of the thirty-six commission em- 
ployees I could not tell you the party 
affiliation of more than eight or ten. 
In fact I have never given a darn, just 
so the employee performed his job to 
the satisfaction of the commission. 


wm “We who are about to die,” 
offer you a bit of advice. That is 
the easiest thing in the world to give, 
and the hardest to accept. Play politics, 
regardless of the law and the evidence, 
and maybe you will succeed; do your 
duty as you see it, mindful of the law 


and the evidence, and you will have a 
lot of soul satisfaction and darned little 
else. As a commissioner I will have 
drawn $30,000 from the tax-paying 
public, and spent practically all of it, 
But I have something left worth far 
more than money—the satisfaction of 
having performed my duty as I saw 
it, kept inviolate my oath of office, and 
retiring with the respect of those who 
regard these things more highly than 
money. Whether I am ever again a 
candidate for public office remains on 
the knees of the gods. Once it gets into 
your blood it has the same effect as 
printer’s ink on your fingers. I have 
been exposed to both. 

Hail and farewell! Two years from 
now it may be “Hello, here comes that 
Fuller brush man again!” 





Business versus Government 


a ‘T WONDER if business is wise when it proposes a frontal at- 
tack on government. Who is going to make that attack, 


big business or small business, and who ts to determine the di- 
rection? What is the reaction of the public when it sees busi- 
ness fighting government? ... 

“Would tt not be the part of wisdom for business to begin at 
home to clean house so thoroughly that there would be no dirt 
for government to dig up; by its record of performance to win 
back the confidence of the public that the American way is the 
desirable way, that the system of free enterprise and business 
for profit is the system we want, because it offers the most for 
us, the American people?” 

—W. L. Batt, 
Chairman of the Board, American Management Association. 
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The 1940 Transportation Act 
And the Railroad Problem 


This new statute has, in the opinion of the author, some possibilities 

in meeting the fundamental problems of competition but can hardly 

be said either to restore equality of opportunity for competition or 

to substitute an aggressive monopoly policy. One must conclude, he 

declares, that the new law is far short of an adequate piece of trans- 
portation legislation. 


By HAROLD D. KOONTZ 


VER since the depression follow- 
kK ing upon 1929 dealt so roughly 
with the transportation indus- 
try in general and the railroads in par- 
ticular, various groups of experts have 
studied the problems of the industry 
and have made recommendations for 
new transportation legislation. It is 
well known that the public interest in 
new regulation stemmed largely from 
concern for the critical condition of the 
railroad industry. With its billions of 
dollars of securities held by the public 
and for the public in the portfolios 
of banks, insurance companies, and 
other institutions, with its importance 
to national prosperity, and with its sig- 
nificance to the efficient functioning of 
the economic machinery of the na- 
tion, the railroad industry was believed 
to need strong legislative treatment. 
The result of these years of study 
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and of the undeniably strong public in- 
terest in a healthy transport system is 
the Transportation Act of 1940 which 
finally became law in September. The 
approval of this law by the President a 
few weeks ago culminated a legislative 
history of several years in which ex- 
tended hearings were held and much 
congressional labor expended, and dur- 
ing which the bill seemed to be on its 
deathbed on many occasions. 

To those interested in the present 
and future of the railroads, the law is 
more than just another transportation 
act. It represents the earnest work of 
legislators who have had at their com- 
mand numerous recommendations and 
studies and who have been pressed to 
action by the unsatisfactory condition 
of the railroads. The law is of great 
importance as a general transportation 
measure, and should be viewed in part 
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in the light of its effects upon the 
transportation situation. But the pre- 
dominant need for sound legislation 
which might enable railroads to return 
to financial health makes the public in- 
terest in the act revolve largely around 
its possible effects upon the railroad 
problem. 


F2 some years, the railroads have 
maintained that they do not need 
subsidies from the Federal government 
in order to carry on transportation for 
peace-time requirements and for na- 
tional defense. The railroads have 
claimed that all they need is an equality 
of opportunity in the transport field 
and the removal of governmental im- 
pediments to efficient operation of the 
business. This request strikes a note of 
sympathy in a day filled with requests 
for financial bounties from govern- 
ment. But the request is also crucial. 
If it is granted and the railroads still 
cannot maintain themselves in financial 
health and operating efficiency, then 
the public interest in transportation 
would seem to demand a governmental 
policy looking toward public owner- 
ship in some form or other. Clearly, 
those persons interested in the rail- 
road problem must look at the act from 
the point of view of the extent to which 
it restores an equality of opportunity 
in the transportation field. 


What the Transportation Act Does 


HE Transportation Act of 1940 

has made a great many changes in 
the interstate commerce law of the 
land. Some of these changes are of 
trivial significance and affect only pro- 
cedures or the detailed scope of certain 
sections of regulation. Other modifi- 
cations have been introduced which will 
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surely affect the course of transporta- 
tion regulation materially and which 
may be expected to influence the fu- 
ture of railroad prosperity. It is with 
these more important measures that we 
are concerned here. 


l A NEw transportation policy. The 
e new act causes to be placed at the 
head of the revised Interstate Com- 
merce Act a grand statement of na- 
tional transportation policy which is to 
be adhered to by the Interstate Com- 
merce Commission in administering 
the law. By this national policy, all 
forms of transport are to be regulated 
fairly and impartially so as to recog- 
nize the inherent advantages of each, 
to foster sound economic conditions in 
each, to develop reasonable and non- 
discriminatory rates, and to encourage 
fair wages and equitable working con- 
ditions. All this regulation is to be 
expressly carried out to the end of de- 
veloping, coordinating, and preserving 
a national system of transportation. 
This statement of policy is the first 
in which Congress has definitely de- 
manded a comprehensive approach to 
the regulation of transportation. The 
policy is refreshing and it is admirable. 
It inspires the hope that Congress may 
at last be willing to see and treat the 
transportation problem as a whole. 
But the good intentions of the policy 
are belied by omissions of the act as 
well as by matters found in the act. The 
law does not touch upon subsidies to 
water and other carriers. The act does 
not mention the Inland Waterways 
Corporation or other cases of Federal 
waterway subsidies, nor does the law 
state that it is the policy of Congress 
either to make transport agencies pay 
their way or to have their subsidies 
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justified by the compelling needs of na- 
tional defense. 


s will be noted presently, the new 
A law leaves a large part of the wa- 
ter carrier business unregulated. Pri- 
vate carriers in both water and motor 
transport are still left virtually un- 
touched. The law specifically bolsters 
earlier provisions forbidding the Inter- 
state Commerce Commission to regu- 
late intrastate motor vehicle business, 
even where that business affects inter- 
state transport, and extends this re- 
striction to administration of water 
carrier regulation. As is well known, 
the Interstate Commerce Commission 
found long ago that effective regula- 
tion of interstate railroad transporta- 
tion required control over intrastate 
operations which burdened interstate 
commerce. Moreover, in the provi- 
sions amending the law in regard to 
the setting of rates and the removal of 
discriminations, the new statute seems 
definitely to order the Interstate Com- 
merce Commission to act in the inter- 
ests of the given type of transport. 

In the face of these additions and 
omissions, can the new policy mean 
much more than a pious hope? It may 
have more meaning, but no regulatory 
commission can be expected to do its 
utmost so that codrdination will be 
fostered or the most efficient and ade- 


e 


quate transportation situation de- 


veloped. 


REGULATION of domestic water 

e carriers. Perhaps the most im- 
portant concrete contribution of the 
new transportation act is the intro- 
duction of regulation of domestic wa- 
ter carriers. Until now, water carrier 
regulation has been chaotic. Joint 
water-rail operations were under the 
control of the Interstate Commerce 
Commission. Except where this juris- 
diction conflicted, the Maritime Com- 
mission had control over interstate and 
foreign common carriers in oceanic, 
coastwise, intercoastal, and Great 
Lakes traffic, as well as contract car- 
riers in the intercoastal trade. Even 
these controls were generally inade- 
quate and often laxly applied. More- 
over, before this last September, the 
Federal government made no attempt 
to regulate the economic affairs of in- 
trastate water carriers, interstate in- 
land water carriers except upon the 
Great Lakes, any of the private water 
carriers, and contract carriers beyond 
those in the intercoastal trade. 

By the present law interstate inland, 
intercoastal, and coastwise water car- 
riers are placed under the jurisdiction 
of the Interstate Commerce Commis- 
sion. Numerous exemptions are made 
from the law, however. Local and 


changes in the interstate commerce law of the land. Some of 


q “THE Transportation Act of 1940 has made a great many 


these changes are of trivial significance and affect only pro- 


cedures or the detailed scope of certain sections of regula- 
tion. Other modifications have been introduced which will 
surely affect the course of transportation regulation ma- 
terially and which may be expected to influence the future of 
railroad prosperity.” 
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small water carrier operations in inter- 
state commerce are excepted. Contract 
water carriers who do not compete 
“actually and substantially” with other 
types of regulated transport agencies 
are placed outside the law. Private 
carriers or those carriers transporting 
property solely of the person owning 
them are exempted from regulation. 
Even common carriers which transport 
goods in bulk in cargo space used for 
not more than three such commodities 
are freed from regulation under the 
law. Furthermore, the act explicitly 
forbids the commission to regulate the 
rates or services of any intrastate car- 
rier, even where advisable to remove 
discriminations against interstate com- 
merce. 


HESE exemptions are worth not- 
ing. Bulk carriers predominate in 
the domestic water carrier business. 
Oil, grain, ore, coal, lumber, and other 


products carried in large volume by 
water carriers are almost entirely 
transported by bulk carriers. All these 
would be exempt under the law. An 
important part of the inland water 
commerce travels over the New York 
barge canal, and the new act seems 
effectively to omit this. Much water 
traffic is also handled by private car- 
riers or by companies owned by them 
and transporting exclusively the prod- 
ucts of their owners. This traffic 
would be excluded. It is impossible to 
estimate the exact proportion of do- 
mestic water carrier business which is 
outside the new law. The proportion 
is surely far more than half, and prac- 
tically all the exempt traffic does com- 
pete with other carriers, especially the 
railroads. 

For the carriers to which it applies, 
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the water carrier regulation is fairly 
thorough. Rates, routes, and service of 
common carriers are regulated almost 
to the degree found in railroad control, 
The commission is empowered to fix 
the maximum or minimum rate and to 
remove discriminations against per- 
sons, places, and kinds of traffic. Rates 
of contract carriers are regulated in 
much the same way as with contract 
motor carriers. The commission is 
given a power to require reasonable 
minimum rates of contract carriers 
with a view to fostering a sound na- 
tional transportation system and to re- 
moving unwarranted rate discrimina- 
tions against the charges of common 
carriers by water. 


CC carriers are required to 
obtain certificates of convenience 
and necessity before entering into serv- 
ice and contract carriers must obtain 
permits for operation. Certificates are 
to be issued by the commission when it 
finds the applicant “fit, willing, and 
able,” and that the service is required 
by the present or future public con- 
venience or necessity. To obtain a con- 
tract carriage permit, the applicant 
must not only prove his fitness but the 
service must be consistent with the 
public interest and the law’s new na- 
tional transportation policy. However, 
a “grandfather” clause has been writ- 
ten in to protect all carriers in opera- 
tion on January 1, 1940, with allow- 
ances for seasonal suspensions, and 
these carriers automatically qualify for 
certificates or permits. 

Also found in the water carrier law 
are accounting regulations as broad 
and strict as those imposed upon rail- 
roads, but special security issuance 
control is lacking. The long-and-short- 
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Safeguards against Unifications 


a the last few years, the Interstate Commerce Commission has 
taken upon itself to require consolidating railroad companies to 
care for employees displaced by the unification. The commission has 
often felt that the public interest demanded such safeguards to employees 
in spite of the already existing agreement between railroad management 
and labor by which dismissal allowances equal to 60 per cent of full pay 
are paid for periods from six to sixty months, depending upon the 
service of employees.” 





haul clause, long applicable to railroads, 
is extended to common carriers by wa- 
ter covered by the law. As compared 
to railroad regulation, under which the 
Interstate Commerce Commission can 
become the practical dictator of rail- 
road car service, the control over rout- 
ing and handling of water carrier 
equipment is relatively incomplete. 
Combination of water carriers by 
pools, mergers, acquisitions of control, 
or other means, however, is placed un- 
der the same general kind of control as 
is applied to the railroads. 


WipvER regulatory powers over 

e combination. There are many 
students of the transportation problem 
who have believed that efficient com- 
bination of transport agencies would 
not only lower costs but improve serv- 
ice. Regulation of common carriers in 
particular has been based upon the as- 
sumption that these carriers tend to be 
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monopolies and that the public interest 
demands strict control over rates, 
service, and financial practices. At the 
same time, regulation has placed ob- 
stacles in the way of efficient combina- 
tion whereby the economies of monop- 
olies or near-monopolies might be 
realized. It was hoped by many ex- 
perts that a new transportation act 
would recognize the economic advis- 
ability of reducing duplication of trans- 
portation facilities, while at the same 
time protecting the public from mo- 
nopolistic abuses by the already well- 
developed system of regulation. 

Has the law encouraged efficient 
combination? Has the law made com- 
bination easier? The law does have 
some significant provisions respecting 
combinations. It extends the power of 
the Interstate Commerce Commission 
over combinations. It relaxes the 
strict provisions of the law of 1920 un- 
der which railroad consolidation was 
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to extend according to a fixed plan. 
But the act creates new statutory hin- 
drances to the consummation of com- 
binations. 

The regulation of combinations is 
applied to all common carriers by rail- 
road, highway, or water, under the 
jurisdiction of the Interstate Com- 
merce Commission. These carriers 
may not enter any kind of combination, 
whether a mere pooling agreement or 
an outright merger, without commis- 
sion approval. Nor is any noncarrier 
holding company or other person per- 
mitted to make such combination with- 
out approval. Thus, the combination 
provisions are broadened to include all 
three types of transport agencies as 
well as to embrace any kind of com- 
bination device including the acquisi- 
tion of control by any person through 
the ownership of stock. In addition to 
certain special requirements, to be men- 
tioned presently, the law requires that 
commission permission for combina- 
tion be given only if it is consistent 
with the public interest and will not 
unduly restrain competition. 


oo provisions make no mention 
of combinations proceeding ac- 
cording to plan thereby causing the end 
of the grandiose consolidation scheme 
of the nineteen twenties. They appar- 
ently leave unifications to the commis- 
sion to allow or disallow in accord- 
ance with the public interest. How- 
ever, examination of the law discloses 
that the commission effectively has its 
hands tied in many ways, even if it 
were disposed to encourage the devel- 
opment of economically strong and ef- 
ficient systems of transportation. In 
the first place, the act still rides two 
horses. The legislature clearly wants 
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to encourage economical combination, 
but it wants no combination which 
might spoil competition. The writer 
questions whether competition is 
needed to protect the public, in view of 
the advanced status of regulation, and 
he also doubts that efficient trans- 
portation units can be developed along 
competitive lines, especially when rate, 
service, and other regulation is consid- 
ered and the lack of equality of oppor- 
tunity in the transportation field noted. 

A second impediment to commis- 
sion approval of combinations upon 
purely economic considerations is the 
insistence by the law that unifications, 
mergers, or acquisitions of control of 
railroads and motor carriers may not 
be approved unless consistent with the 
public interest, not unduly restrictive 
of competition, and promotive of bet- 
ter public service. Apparently, the law 
means that rail and motor carriers may 
not consolidate merely because it may 
be economical to do so, but that the 
consolidation must enable either or 
both carriers to serve the public to bet- 
ter advantage. One must admit, how- 
ever, that this test has been applied ad- 
ministratively by the Interstate Com- 
merce Commission before the present 
law. 

A third obstacle results from the 
law requiring that the commission, in 
approving unifications, mergers, or ac- 
quisitions of control involving rail- 
roads, give weight to the following 
considerations, among others: 


(1) The effect of the proposed trans- 
action upon adequate transportation 
service ; 

(2) The effect upon the public inter- 
est of the inclusion, or failure to in- 
clude, other railroads in the territory 
involved ; 
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(3) the total fixed charges resulting 
from the proposed transaction ; and 


(4) the interest of the carrier em- 
ployees affected. 


Most of these provisions existed in 
the law before 1940 and can hardly be 
thought of as new impediments, al- 
though the power of the commission 
apparently to require inclusion of cer- 
tain carriers in a plan as condition for 
approval of the plan smacks of the 
planned consolidation approach o: the 
supposedly superseded act of 1920. 
However, the real newcomer to legis- 
lation is the requirement that the in- 
terest of carrier employees affected be 
considered. 


or the last few years, the Interstate 

Commerce Commission has taken 
upon itself to require consolidating 
railroad companies to care for em- 
ployees displaced by the unification. 
The commission has often felt that the 
public interest demanded such safe- 
guards to employees in spite of the al- 
ready existing agreement between rail- 
road management and labor by which 
dismissal allowances equal to 60 per 
cent of full pay are paid for periods 
from six to sixty months, depending 
upon the service of employees. In ad- 
dition to these safeguards against uni- 
fications displacing railroad labor, the 


present law adds another. By direct 
legislative declaration, the Transporta- 
tion Act of 1940 requires that the In- 
terstate Commerce Commission insist 
upon a fair and equitable arrangement 
to protect the interests of railroad em- 
ployees affected by a unification plan. 
But this is not all. The new law spe- 
cifically states that the commission 
shall include, as a condition for ap- 
proval of unification, terms and con- 
ditions providing that, for four years 
following the approval of a plan, no 
railroad worker may be placed in a 
worse position in respect to his em- 
ployment. In the case of workers who 
have been employed for less than four 
years, the protection is to continue only 
for a period after the commission order 
equivalent to this employment. 

What does this labor provision do? 
First of all, it writes into the law an 
outright declaration that coordina- 
tions, consolidations, and acquisitions 
of control are not to be undertaken un- 
less any labor so displaced is taken care 
of. But, the law goes farther and holds 
that a displaced worker may not be put 
in worse position. As this provision 
must be interpreted, it means that for 
four years railroad workers must be 
paid full wages, if they are displaced 
by a plan to combine for more efficient 
operation. Such a provision will nec- 


e 


modified by the new [transportation] law. The troublesome 


q “THE much debated long-and-short-haul clause is slightly 


equidistant clause, by which low long-haul rates could not 
be made over a circuitous route unless points of equal mile- 
age to the direct route on the circuitous route received 
similar low rates, has been repealed. But, since the equt- 
distant clause added little of importance to the law and since 
the other limitations on competitive long-haul rates are left 
untouched, the modification has practically no significance.” 
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essarily place a brake upon effective 
and economical combination and the 
elimination of wasteful duplication of 
facilities. Furthermore, the 4-year pe- 
riod represents a legislative com- 
promise and, because it does, no rail- 
road manager can know whether in 
four years he will be relieved of the 
responsibility of paying unneeded 
workers. 


4 BROADER controls over manage- 
e ment. The student of regulation 
finds interest and significance in the 
broader controls over management in- 
stituted by the Transportation Act of 
1940. In several parts of the new law 
there are provisions giving the Inter- 
state Commerce Commission power to 
inquire into the management of rail- 
roads, motor carriers, and water car- 
riers. The commission is directed to 
investigate the manner of conducting 
business and the practices of manage- 
ment and others who may directly or 
indirectly control the business. The 
close investigation of management im- 
plies a sort of supervision of manage- 
ment, for the weapons of investigation 
and publicity and elementary tools of 
control. Moreover, the law directs the 
commission to transmit recommenda- 
tions to Congress for additional legis- 
lation which such investigation leads 
the commission to believe to be neces- 
sary. These provisions of the law may 
seem innocuous, but they appear to rep- 
resent the beginning of the end of any 
attempt to distinguish between the 
spheres of managerial discretion and 
regulation in government control of 
transportation. 


SLIGHT modifications of the long- 
e and-short-haul clause. The much 
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debated long-and-short-haul clause is 
slightly modified by the new law. The 
troublesome equidistant clause by 
which low long-haul rates could not be 
made over a circuitous route unless 
points of equal mileage to the direct 
route on the circuitous route received 
similar low rates, has been repealed. 
But, since the equidistant clause added 
little of importance to the law and 
since the other limitations on competi- 
tive long-haul rates are left untouched, 
the modification has practically no sig- 
nificance. To be sure, the new law, by 
allowing tariffs to become effective one 
day after a long-and-short-haul rate is 
permitted to be filed, does expedite the 
fixing of such rates. 


6 A SPECIAL investigation board. 
e One of the most hopeful aspects 
of the new law is the section creating a 
board to investigate certain economic 
matters of the various modes of trans- 
portation. 

This board, which is to be composed 
of three members appointed by the 
President, is directed to investigate the 
following: 


(1) The relative economy and fitness 
of carriers by rail, highway, or water 
to carry each type of traffic and the 
methods by which each type should be 
developed so as to obtain a sound na- 
tional transportation system ; 

(2) The extent to which right of 
way or other transportation facilities 
have been and are being financed from 
public funds; 

(3) The extent to which taxes are 
imposed upon such carriers by the va- 
rious taxing authorities of the nation; 
and 

(4) Any other matter which the 
board deems to be important for the 
improvement of transportation condi- 
tions. 
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Special Investigation Board 


“CO NE of the most hopeful aspects of the new 
law is the section creating a board to in- 
vestigate certain economic matters of the various 
modes of transportation. ... The board is directed 
to report the results of its studies to Congress and 




















the President from time to time and to make 
recommendations, with the first report due by 


May 1, 1941.” 





_— board is directed to report the 
results of its studies to Congress 
and the President and to make recom- 
mendations, with the first report due by 
May 1, 1941. The board is created for 
a period of two years, with power 
given to the President to extend its life 
for two more years. 

The board may represent the begin- 
ning of serious and expert study of 
transportation problems by a special 
agency charged with no other duty 
than to investigate, report upon, and 
recommend needed legislation for a 
sound transportation system. It may 
become a body to carry on and aug- 
ment the excellent research done by the 
Federal Co6drdinator of Transporta- 
tion. Or the board may become an- 
other agency which will study the needs 
of transportation policy and make rec- 
ommendations, only to have them fall 
upon deaf congressional ears. It is too 
early to say whether the high purposes 
of the board will be transformed into 
legislative action designed to improve 
government control policies in trans- 
portation. What one can say, at least, 
is that the creation of the board repre- 
sents a disposition on the part of Con- 
gress to continue to study the legisla- 
tive needs of transportation. 
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7 REPEAL of land-grant rates. The 
e Transportation Act of 1940 ef- 
fects a partial repeal of the special 
rates obtained by government for 
transport of government business on 
land-grant railroads. With the excep- 
tion of the transportation of military 
or naval property or persons for mili- 
tary or naval purposes, the government 
will henceforth pay the full rates to 
railroads which had received land 
grants. In return for this full rate, all 
land-grant railroads are required to re- 
lease the government from any claims 
they may have for lands granted but 
not transferred. 

The repeal of the land-grant rates 
has far more publicity value than real 
value. For the railroads as a whole, the 
repeal may cause government payments 
to rise by five to eight million dollars. 
For some railroads, this increased rev- 
enue may be important, but for the rail- 
roads in general it cannot be regarded 
as very significant. 


ADDITIONAL loans. The usual 

® palliative, government loans, is 
found in the new transportation law. 
The Reconstruction Finance Corpora- 
tion is authorized to make loans, guar- 
anties, and purchases of an amount 
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equal to $500,000,000 in addition to 
the loans and commitments made prior 
to January 31, 1935, and the renewals 
of these obligations made since. Thus, 
the lending power of the Reconstruc- 
tion Finance Corporation in railroad 
loans is practically doubled. The power 
of the corporation to lend to railroads 
in receivership or trusteeship is liberal- 
ized, and the corporation may now pur- 
chase securities of such companies or 
make loans upon ample security. The 
corporation is also authorized to assist 
in refunding, consolidation, mainte- 
nance, or construction by purchasing 
obligations of railroads or by making 
direct loans. The loan provisions speak 
for themselves. In view of the financial 
condition of certain railroads and the 
need for financial assistance at reason- 
able credit terms, additional govern- 
ment loans may be perfectly justifiable. 
But it should be recognized that gov- 
ernment loans are no solution to the 
transportation problem and merely 
tend to postpone days of reckoning. 


What the New Transportation Act 
Does Not Do 


HE new law represents the delib- 

erations of Congress for several 
years. Congress has had the benefit of 
studies of the Federal Codrdinator of 
Transportation, a report of a commit- 
tee of three Interstate Commerce Com- 
missioners, a report of a committee of 
six railroad management and labor ex- 
ecutives, studies of savings banks and 
insurance companies, and numerous 
other studies made in the last ten years. 
The framers of the new transportation 
law had perhaps more information and 
recommendations at their disposal than 
any other previous group writing a 
DEC, 5, 1940 


transportation law. One might have 
expected a monumental law dealing 
broadly and thoroughly with the trans- 
portation situation. Instead, one has a 
patchwork law, with some things to 
commend it and others which do not 
seem wise, and a law which was prob- 
ably lucky to be passed at all. 

In view of the pressing need for a 
sound and efficient national trans- 
portation system and the fact that 
private ownership seems everywhere to 
be on the defensive, the needed legisla- 
tive reforms left undone by the law are 
of importance. The law does contribute 
many improvements in transportation 
regulatory policy and these should be 
recognized. The statement of trans- 
portation policy applicable to regula- 
tion of all forms of transportation is 
admirable. The extension of regulation 
with a fair degree of consistency over 
a larger number of water carriers must 
necessarily be approved as a part of an 
accepted system of transportation reg- 
ulation. The measures taken to facili- 
tate transportation combinations are 
to be commended as is the creation of 
a fact-finding board to study some of 
the more pressing legislative needs for 
efficient transportation. 


B” in all these commendable provi- 
sions, Congress has not done what 
the present chaotic situation seems to 
demand. The declaration of national 
policy to treat all forms of transporta- 
tion fairly, impartially, and from the 
point of view of a national transporta- 
tion system has not been followed out 
in the law. Differences in regulation 
are not completely ironed out; not all 
carriers are placed under regulation 
equally; and the question of subsidies 
is left untouched. The regulation of 
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water carriers omits a considerable 
part of this kind of transportation busi- 
ness which is competitive to other 
forms. The new combination provi- 
sions maintain obstacles to efficient 
combination by insistence upon com- 
petition and by making it difficult for 
railways and other kinds of carriers to 
combine. Another obstacle to sound 
railroad unification is frozen into the 
law by the provision not allowing dis- 
placement of labor. As important as 
the caring for labor displaced by effi- 
ciency and progress may be as social 
policy, it hardly seems fair or wise to 
burden a single industry which is in 
none too good financial health with 
such a provision. 

The act does not take a positive and 
effective stand for impartial and com- 
plete regulation. It does not open the 
way for efficient combinations. It does 
not provide for increasing the sphere 
of managerial control of rates, so that 
inadequate rates can be made the re- 
sponsibility of management, rather 
than the Interstate Commerce Com- 
mission. The law does not touch the 
field of labor regulation by making it 
clear that labor is as much dedicated to 
the public interest as capital and pro- 
viding for regulation of labor disputes 
by the same body which controls other 
economic matters affecting transporta- 
tion. The promotion of transportation 
facilities by government expenditures 


= 


is not tied to regulation and the solu- 
tion of the transportation problem, al- 
though the new investigation board 
leaves the way open for further study 
of the problem. 


Will the Transportation Act of 1940 
Help the Railways? 


\ \ 7 uatT the rate-paying and invest- 
ing public is interested in most is 


whether the new Transportation Act 
of 1940 will help the railways. There 
is little in the law that would indicate 
much help. The regulation of water 
carriers will tend somewhat to stabilize 
water and rail rates, with consequent 
benefits to railroads. So much of the 
traffic competitive to railroads is not 
regulated by the law, however, that any 
such benefits will be exceedingly small. 
Likewise, the combination provisions, 
although liberalized by the repeal of 
consolidation according to precon- 
ceived plan, are hedged about with 
other obstacles. One can hardly ex- 
pect much improvement of railroad 
earning capacity or service to come 
from combinations. The increase in 
rates paid by the government to land- 
grant railroads represents a definite aid 
to the railroads, but one which is not 
very significant. In like manner the 
liberalization of Reconstruction Fi- 
nance Corporation loans may aid some 
railroads to reorganize or avoid bank- 
ruptcy, but such aid can hardly be ex- 


the special rates obtained by government for transport of 


q “Tue Transportation Act of 1940 effects a partial repeal of 


government business on land-grant railroads. With the ex- 
ception of the transportation of military or naval property 
or persons for military or naval purposes, the government 
will henceforth pay the full rates to railroads which had 
received land grants.” 
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pected to make any lasting contribu- 
tion to the solution of the railroad 
problem. 

The effects of improved business 
and expenditures for the defense pro- 
gram are already showing in bettered 
railroad earnings. These earnings, 
however, are still by and large far be- 
hind those of other industries. The 
railroad industry is far from financial- 
ly well in the present period of relative 
prosperity. In other words, the return 
of a measure of prosperity to businesses 
generally still leaves the railroads in 
financial difficulty and is compelling 
evidence that the railroad problem is 
more than a general depression prob- 
lem. As is well recognized, the great- 
est difficulty which the railroads face 
is competition, both among them- 
selves and with other forms of trans- 
port. 


HE competitive situation is indi- 

cated by the fact that had the rail- 
roads moved the same proportion of 
total traffic in 1939 that they moved in 
1930, freight revenues would have 
been $65,000,000 more in 1939 than in 
1930 instead of some $830,000,000 
less. Even this picture does not ade- 
quately tell the story of reduced rates, 
especially on high traffic value com- 
modities, due to competition. A large 
part of this competitive disadvantage 
is due to the cost and service advan- 
tages of water and highway carriers. 
But some of the competitive disad- 
vantages of the railroads may be traced 
to less strict regulation of competitors, 
probable subsidies by government of 


competitors, and burdensome regula- 
tions placed upon railroads. 

There is a rather curious irony in 
the fact that competition has such 
serious consequences for the railroads, 
The ability of the railroads to meet 
competition has been largely hampered 
by regulations over rates and service 
which were designed to keep the rail- 
roads from being monopolies. Many 
government expenditures for water- 
ways and highways have been stimu- 
lated by a desire to make the people 
free from the ogre of railroad mo- 
nopoly. 

The fundamental problem seems to 
lie in the clash between the public de- 
sire for competition and the desire to 
regulate railroads as though they were 
monopolies. We excuse such regula- 
tion as being necessary for fairness 
and for the promotion of efficient and 
coordinated transportation service. Yet 
we fail to allow railroad companies to 
combine along economical lines. And, 
as for allowing railroads to compete 
far more freely, so that the most efh- 
cient may prosper and survive, no seri- 
ous person has dared advocate any- 
thing so inconsistent with “public in- 
terest.” 

The new transportation act has some 
possibilities in meeting the funda- 
mental problems of competition. But 
it can hardly be said that the act either 
restores equality of opportunity for 
competition or substitutes an aggres- 
sive monopoly policy. One must con- 
clude that the new law is far short of 
an adequate piece of transportation 
legislation. 
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Wire and Wireless 
Communication 


EGAL observers in Washington circles 
| are beginning to see a new threat to 
a substantial jurisdictional area now 
thought to be safely under the statutory 
control of the state commissions. The 
new theory has been promoted to some 
extent by a recent controversy before the 
Federal Communications Commission 
as to its jurisdiction over telephone ex- 
change service in cities with a metro- 
politan area spilling over state lines. 

Some time ago the Southwestern Bell 
Telephone Company decided to enlarge 
its Kansas City exchange area to include 
several suburban stations in an adjoin- 
ing state which had previously been 
served on a toll basis. The company as- 
sumed that § 221 (b) of the Communica- 
tions Act (which expressly prohibits the 
commission from exercising jurisdiction 
over local exchange facilities, “even 
though a portion of such exchange serv- 
ice constitutes interstate or foreign 
communication”) made it unnecessary 
to file revised tariffs concerning the en- 
larged Kansas City set-up. 

The FCC legal division took a con- 
trary view and in a proposed report the 
commission several weeks ago decided 
that no telephone company by its own 
act (and by merely changing a label, so 
to speak, on its exchange arrangement) 
could deprive the Federal board of juris- 
diction which it previously exercised. 


O' course, the Kansas City Case is 
complicated to some extent by the 
question of whether the new margin of 
interstate exchange operation would be 
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subject to effective state commission 
regulation as a matter of fact. Section 
221 (b) gives the exemption from FCC 
jurisdiction only in cases “where such 
matters are subject to regulation by a 
state commission or by local government 
authority.” Again, the Kansas City Case 
presented a rather narrow legal question 
of whether such statutory exemption 
could be invoked in situations where, 
previously, Federal jurisdiction had al- 
ready been attached. 

But subsequent discussion has evolved 
a broader challenge to the validity of 
the statutory exemption itself. It appears 
that this statutory exemption in § 221 
(b) was incorporated in the Federal 
Communications Act at the instance of 
the National Association of Railroad and 
Utilities Commissioners (just as some- 
what analogous anti-Shreveport clauses 
were inserted in the Federal Power Act 
and in the Natural Gas Act). The clause 
was apparently based upon the decision 
of the United States Supreme Court in 
Pennsylvania Gas Company v. Public 
Service Commission, 252 US 23, de- 
cided in 1920 (PUR 1920E, 18). 

Congress, as well as the association, 
apparently relied upon the Pennsylvania 
Gas Case and the Supreme Court hold- 
ing therein to the effect that states could 
regulate certain interstate service in the 
absence of Federal legislation on the 
subject. 

It may be recalled that the facts in 
the Pennsylvania Gas Case revealed 
a jurisdictional problem with respect to 
local gas distribution somewhat similar 
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to that of a local telephone exchange area 
spilling over state lines. The location of 
the border-line dispute in that case was 
the area around Jamestown, New York, 
and adjacent Pennsylvania. 


OWEVER, it now appears that the 
Supreme Court has been shifting 

its ground and the question arises as to 
whether the constitutional foundation 
for §221 (b) of the Communications 
Act has not been undermined. In 1930 
the Supreme Court in East Ohio Gas Co. 
v. Tax Commission, 283 US 465, stated: 


... It does not appear that there was pre- 
sented in Pennsylvania Gas Co. v. Public 
Service Commission, to the state court or 
here, the considerations on which it is held 
that interstate commerce ends and intrastate 
business begins when gas flowing through 
pipe lines from outside the state passes into 
local distribution systems for delivery to 
consumers in the municipalities served. But, 
however that may be, the opinion in that case 
must be disapproved to the extent that it 
is in conflict with our decision here. 


In other words, the court apparently 
concluded that while the result reached 
in the Pennsylvania Case was correct, the 
theory upon which it was predicated was 
wrong. 

The Supreme Court was willing to go 
along with the idea that state commis- 
sion jurisdiction might attach to local 
distribution of natural gas at the point 
where it passed out of the main inter- 
state pipe line. This might be compared 
to the old constitutional doctrine of 
“breaking the bulk” upon which the 
court has held that an interstate ship- 
ment, once broken up into small pack- 
ages, ceases to become interstate and 
accordingly becomes subject to local 
regulation. 

The court has in other cases seem- 
ingly rejected the proposition that the 
state may regulate charges for interstate 
utility service. Wabash Railroad v. IIli- 
nois, 118 US 557; Covington Bridge 
v. Kentucky, 154 US 204. The same 
view was taken with respect to gas and 
electric service in the Landon Case, 249 
US 236, and the Attleboro Case, 373 
US 83, respectively. 
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S° it is not at all certain that, if § 221 

(b) were placed squarely before the 
court upon a constitutional challenge, the 
Supreme Court would be willing to 
waive superior Federal jurisdiction over 
local distribution which is not itself in- 
herently intrastate commerce. Conse- 
quently, Federal attorneys are wonder- 
ing whether the partial overruling of the 
theory of the Pennsylvania Gas Case by 
the Supreme Court does not dissolve the 
underlying authority for the statutory 
proposition that a state may regulate the 
rates for interstate operations whether 
they concern gas, electricity, transport, 
or communications. 

In support of a challenge as to the 
validity of § 221 (b), advocates of an ex- 
tension of Federal authority into border- 
line jurisdiction of local utility opera- 
tions point out that the present anti- 
Shreveport exemptions leave an unsatis- 
factory jurisdictional situation. For ex- 
ample, if a telephone exchange should 
overlap the boundary between Maryland 
and Virginia, it would be possible for the 
Maryland commission to fix a rate for 
Maryland subscribers quite different 
from the rate fixed by the Virginia com- 
mission for Virginia subscribers. Yet 
both rates would be for essentially the 
same service through the same exchange 
facilities. Federal jurisdiction, on the 
other hand, would insure uniformity at 
the border-line cities. 

Similar discrepancies are possible with 
respect to valuation for rate making or 
other purposes as between the Virginia 
and Maryland commissions in the hypo- 
thetical case above mentioned. Again, 
there is doubt concerning the authority 
of the commission of one state to enter 
upon the valuation proceedings concern- 
ing utility property situated in another 
state, even though an integral part of a 
common utility system. And what would 
happen (in the theoretical situation) 
where the commission of one state 
ordered the utility to extend service from 
a point in the adjoining state and the 
commission in the latter state directed 
the utility not to extend such service. _ 

Maybe these hypothetical difficulties 
are more theoretical than plausible. 
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And certainly, resolving this line of 
legal reasoning to its extreme conclusion 
would mean that anti-Shreveport clauses 
in all the Federal regulatory statutes are 
of doubtful value, to say the least. 
Further than that, it would seem to fore- 
shadow a general “moving in” by the 
FCC and the FPC on all “border city” 
systems of utility regulation. 


AKING a contrary view, the results of 
Tas Federal invasion might be more 
chaotic than the hypothetical difficulties 
outlined above. In the District of Colum- 
bia, for example, the electric company 
has distribution lines which spill over into 
neighboring Maryland. The same is true 
of the telephone company in the District 
of Columbia. 

The commissions of Maryland, the 
District of Columbia, and Virginia have 
always worked together on these border- 
line situations without any apparent fric- 
tion. Usually the District of Columbia 
Public Utilities Commission has taken 
the lead in fixing the main rate structure 
for the city of Washington and other 
state commissions have confirmed the re- 
sult as to the margin of overlapping 
operations. 

It is not certain that if the FCC and 
the FPC were to take control of such 
situations—apparently on the theory that 
the interstate tail should wag the intra- 
state dog — that the regulatory result 
would be equally without friction. 
Furthermore, on the score of uniformity 
there is another hypothetical question of 
a Federal commission fixing rates, pass- 
Ing upon rates, valuation, and service 
questions for a border-line unit of a 
statewide system in such a manner as to 
be utterly at variance with the results 
achieved by the state commission with re- 
spect to the balance of the statewide 
utility system. 

In any event, it is an interesting legal 
question which is bound to command 
more legal attention and vigorous dis- 
cussion in the near future. 


* * *K * 


| perneteat of television to a work- 
able unified system is being speeded 
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by an aggregate of $8,000,000 which has 
been budgeted for that purpose by some 
two score individuals and firms which, 
to date, have been authorized by the Fed- 
eral Communications Commission to en- 
gage in such practical research and ex- 
perimentation on a nation-wide basis. 
Expenditure of more than $3,000,000 
was proposed by 10 television projects 
which received FCC approval on Novem- 
ber 15th. Two of these grants were to 
the Hughes Productions Division of the 
Hughes Tool Company, which has $2,- 
000,000 available for stations in Los An- 
geles and San Francisco. The establish- 
ment of Howard R. Hughes proposes to 
experiment in program production de- 
velopment in codperation with Hughes 
Productions of Hollywood; study studio 
lighting effects; seek improvement of 
television transmitters, cameras, and 
synchronizing generators ; test transmis- 
sion of various numbers of lines be- 
tween 421 and 525; compare different 
types of synchronizing signals; and try 
FM (frequency modulation) for the 
sound accompanying the pictures. In 
both cities the Hughes concern will 
operate on Television Channel No. 2 
(60,000-66,000 kilocycles) with 10 kilo- 


watts aural and visual power. 


T the same time the commission au- 

thorized experimental operation 

for 5 other Los Angeles applicants. In 

addition, the commission granted sta- 

tions to New York, Chicago, and Man- 
hattan, Kansas, as follows: 

Metropolitan Television, Inc., New 
York, to operate on Channel No. 8 
(162,000-168,000 kilocycles) ; Columbia 
Broadcasting System, Inc., Chicago, to 
operate on Channel No. 4 (78,000-84,000 
kilocycles) ; Kansas State College of 
Agriculture and Applied Science, Man- 
hattan, Kansas, to use Channel No. 1 
(50,000-56,000 kilocycles). 

These contemplated programs of re- 
search and experimentation are pursuant 
to commission requirements looking to 
development of television to a point that 
will enable the industry to agree on a uni- 
form transmission system of acceptable 
technical quality. 
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Coéperation of the industry is further 
reflected in the comprehensive sur- 
vey of the television situation now being 
conducted by the National Television 
Systems Committee. Organized last 
July through the joint efforts of the 
Radio Manufacturers Association and 
the commission, this committee repre- 
sents the pooled engineering experience 
of the industry. Its various panels have 
been making a detailed study of many 
phases of television. 

The commission on November 15th 
designated Monday, January 27th, as the 
time to receive a formal over-all progress 
report from the full committee. Members 
of the commission plan to visit the New 
York area on January 24th to see late 
television developments first-hand, prior 
to this conference with the National 
Television Systems Committee. 

An investment of $5,000,000 is repre- 
sented in previous television authoriza- 
tions by the commission. 


* * * * 


HE new Defense Communications 
Board on November 12th an- 


nounced the completion of its preliminary 
organization. As created by Executive 
Order of the President on September 4, 
1940, the board itself consists of chair- 
man (Chairman Fly of the FCC) and 
representatives from the State, War, 
Navy, and Treasury (Coast Guard) de- 


partments. The operating arm of the 
board, however, will be the “coordinating 
committee,” under which will function 11 
subordinate committees which will cover 
the following spheres of communication 
activity: Amateur radio, aviation radio, 
cables, domestic broadcasting, interde- 
partmental radio, international broadcast- 
ing, commercial radio, state and munici- 
pal radio, telegraph, telephone, and 
United States government radio. 

The codrdinating committee will be 
headed by Lieutenant Commander E. K. 
Jett, chief engineer of the Federal Com- 
munications Commission. Other mem- 
bers are Francis deWolf (State), Major 
W. T. Guest (War), Commander Earl 
E. Stone (Navy), Commander J. F. Far- 
ley (Coast Guard). The membership of 


the 11 subordinate committees has not as 
yet been designated. 

In addition to the subordinate com- 
mittees, three liaison committees will 
function along with the codrdinating 
committee. There will be a law com- 
mittee, a labor advisory committee, and 
an industry advisory committee, to per- 
form functions suggested by their titles, 
Only the personnel of the law committee 
has so far been designated for the three 
liaison groups. 

The law committee will be headed by 
Telford Taylor, general counsel of the 
FCC. Other members are Captain J. W. 
Huyssoon (War), Steven Spingarn 
(Coast Guard), Lieutenant Commander 
Franz O. Willenbucher (Navy), and 
Raymund T. Yingling (State). 


* * *K * 


EGINNING on November 15th the Na- 
tional Broadcasting Company closed 
its sustaining programs to all music con- 
trolled by the American Society of 
Composers, Authors and Publishers 
(ASCAP). This ruling was the latest 
move against the society by the radio 
networks, which contend that ASCAP 
is asking too much money for use of its 
tunes after January Ist, when the present 
contract between the two groups expires. 
After January Ist, there will be no 
ASCAP tunes on any network program, 
sustaining or commercial, unless the dis- 
pute is settled. 

On another field in the fight, Richard 
Himber, band leader, sent a telegram on 
November 14th to Mayor F. H. La- 
Guardia asking the mayor to act as media- 
tor in the controversy “as a fellow musi- 
cian.” Mr. Himber said it was becoming 
increasingly evident that the deadlock 
“will prevent the public from being able 
to hear over the radio traditional and 
popular American music.” 

The networks have been gradually 
shutting down on ASCAP music, which 
includes most of the song hits of the last 
fifty years. In place of these familiar 
tunes, the networks have been using more 
and more music in the public domain and 
songs from Broadcast Music, Inc. 
(BMI), radio’s own Tin Pan Alley. 


DEC. 5, 1940 804 





e © 08 © a. 


=a so 


cr 


Qo mo fr THN DS —o3 cyst OCF 


oe haew | 


_s> 


Financial News 


and 
Comment 


By OWEN ELY 


American Gas and Electric 
Company 


Pees Gas and Electric Company 
is not considered an integral part 
of the Electric Bond and Share system, 
although EB&S owns 18.9 per cent of the 
outstanding common stock (which would 
technically make it the holding com- 
pany). Unlike other utilities affiliated 
with that system, American Gas main- 
tains a separate office and operating or- 
ganization. Electric Bond supplies finan- 
cial service under an agreement termi- 
nable at will by either party, and C. E. 
Groesbeck is chairman of both com- 
panies. 

The company has been endeavoring for 
many months to obtain a ruling from the 
SEC that it is not a subsidiary of Elec- 
tric Bond and Share. The latter com- 
pany has indicated that it cannot com- 
plete its own integration plans until this 
question of relationship is cleared up. 

American Gas operating units serve a 
population of about 3,400,000 in Ohio, 
Pennsylvania, New Jersey, Indiana, 
Michigan, Virginia, West Virginia, Ken- 
tucky, and Tennessee. The accompany- 
ing map indicates the groupings of these 
units, and Table I (page 806) shows the 
income received from principal prop- 


erties and groups, and the estimated liq- 
uidating value of the investments. A sum- 
mary by territorial groups is given below. 

The company’s properties in Virginia, 
West Virginia, Kentucky, and Ohio 
(most of which are interconnected, or 
easily capable of interconnection) make 
up about three-quarters of the system in- 
vestments; hence, any decision by the 
SEC that the more isolated properties 
should be disposed of would not prove a 
serious difficulty. While the company has 
outstanding $30,000,000 of its own 
bonds, these are fairly well offset by 
about $26,815,000 net current assets (al- 
most all cash), reported at the end of last 
year in the parent company’s treasury. 
(Additional cash may be received if Ap- 
palachian Electric Power carries through 
a refinancing program and repays part 
of the parent company’s advances.) 
After deducting the small portion of the 
funded debt not covered by cash, and the 
$35,562,300 par value of preferred 
stock, there would remain about $30 per 
share break-up value for the common 
stock—which is close to the present mar- 
ket value. 


MERICAN Gas and Electric has long 
been recognized in financial circles 
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Total 


Int. 
Virginia, West Va., and Ky. ....... $1.3 
Ohio, West Va., and Tenn. .......... ck 
Michigan and Indiana 2 
Pennsylvania 
New Jersey 
Miscellaneous companies 
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Py 


Div. 


Total Est. Value 
of Advances and 
Investments 
$65.7 
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$1.3 $ 8 

Py. 5 pK 64.8 
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*Plus substantial stock dividends. 


as one of the stronger holding company 
systems, which is reflected in the above 
earnings record of the common stock. 

The increase in earnings in 1940 was 
largely due to gains in gross revenues, 


e 


Dividends 


Earnings per Share Common 
Paid on 


System Parent Co. 
Basis Basis 


which in the twelve months ended Sep- 
tember 30th amounted to about 12 per 
cent over the corresponding previous 
twelve months’ period. If taxes had not 
increased some 27 per cent, net income 


Table I 
AMERICAN GAS AND ELECTRIC COMPANY 
Analysis of 1939 Income and Estimated Liquidating Value of Investments 
(Millions of Dollars) 


Anal. of Income 
Total d. 
Int. Div. Div. 
Va., West Va., and Ky. 
Appalachian Elec. Pwr... $.6 $1.2 $1.0 
Kanawha Valley Power.. .3 see aoe 
Kentucky and W.Va.Pwr. .4 ot 
1.3 : 1.1 
Ohio, West Va., and Tenn. 
Ohio Power 
Wheeling Electric 
Kingsport Utilities 


Michigan and Indiana 
Ind. & Mich. Electric.... 
Indiana General Serv. .. 


Pennsylvania 
Scranton Electric 


New Jersey 
Atlantic City Electric... .. Zz 


Miscellaneous Companies .. 


$9.1 


Totals $2.0 


* Estimated. 
(a) Multiplier of 10 applied to 1939 earnings. 
(b) Multiplier of 8 applied to 1939 earnings. 
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Earn. Actual or Est. Amount Total 
Not Market Value of of Ad- Est. 
Rec'd. Bonds Pfd. Common vances Value 
$.7 ... $19.3 $17.0(a) $13.5 $498 
a mae ae Sais 5.0* 50 
$8.5* 8 1.6(b) sce 
“85 20.1 186 657 
aw 3.3 56.0(a) 
is 1 2.4(b) 
1.0* Nee 


1.0 58.4 


7.2(b) 
4.0(b) 


‘112 
10.3(b) 
Md 
13* 13 
$21.3 $1744 


10.4(b) 


$34.7 $108.9 
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would have shown a substantially larger 
gain. The parent company’s refunding 
program, completed early this year, 
helped to improve the share earnings for 
the common stock, which for the period 
mentioned above showed a gain of 19 per 
cent—$2.98 versus $2.51. 

At the current price around 31 the 
stock is selling at about ten times earn- 
ings, to yield about 64 per cent. 


ye 
St. Lawrence Power and the 


“Grid” 

ITTLE has been heard for some time 
iy of the administration’s $200,000,000 
“srid” plan as a war defense measure, 
but the recent revival of the St. Lawrence 
power project (with $1,000,000 set aside 
from the President’s “blank check” de- 
fense fund for preliminary surveys, etc.) 
raises conjecture whether the grid idea 
may not also be revived, now that the 
New Deal has obtained four years’ exten- 
sion of tenure. 

As indicated in the accompanying 
(page 808) chart (which we have la- 


beled “The Utility Industry’s Own 
‘Grid’”), the electric light and power in- 


dustry east of the Mississippi, in the state 
of Texas, and on the Pacific coast is al- 
ready on a highly interconnected basis. 
There are, it is true, several narrow cor- 
ridors where interconnection does not 
normally exist, although it is probable 
that ample facilities already exist or 
could easily be constructed. One of these 
corridors, according to the map, runs be- 
tween New York and New England ; one 
traverses northern Pennsylvania; an- 
other splits that state in half and appar- 
ently isolates Washington, D. C., to- 
gether with Delaware and eastern Mary- 
land; while another cuts off part of 
Michigan from its neighboring state to 
the south. 

Some of these deficiencies in the pri- 
vate grid system may be due to the desire 
of certain utilities to avoid crossing state 
lines and thus coming under broader 
Federal regulation. It would seem a 
wiser course, instead of spending $200,- 
000,000 for a Federal grid which would 
largely duplicate the existing grid—and 
apparently would not remedy all its de- 
ficiencies—to seek the codperation of 
utility companies to close up the gaps in 
the present system. 
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Recent Est. 1940 Price Indicated Dividend 
Price Earnings Earnings Dividend Yield 
per Share* Ratio Rate about 


Boston Edison 2 $2.15 ; $2.00 - 


Brooklyn Union Gas ........ 153 
Columbia Gas & Elec. . 5 
Commonwealth & Edison .... 
Consol. Edison N. Y......... 
Cons, Gas of Balto. .......5. 
Detroit Edison 

Lone Star Gas 

Pacific Gas & Elec. ........ 
Pacific Lighting 

Peoples Gas BCG. .c05500:s 
Public Service N. J. ........ 
Southern Calif. Edison 


Averages 


1.00 

.30 
1.80 
2.00 


Sal 
on 


Dow 
fo, 
oO 


MrwwWh, 
OCpooegn 
S&SSSS3S 

AD NINTNI NE N41 61 90 OV 
COWDMOONOKLN 


| 


an 
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*As estimated by Standard Statistics, after allowance for increased normal taxes and excess 


& 


profit taxes. 


As Electric Light and Power pointed 
out in an editorial some months ago, the 
capacity of the proposed grid would be 
small compared with the electrical de- 
mands of our major production centers, 
since 300,000 kilowatts is about the 
maximum that can be transmitted, and 
even this would be reduced by long-dis- 
tance losses ; such a transmission system 
would also be particularly vulnerable to 
sabotage, plus many normal hazards. 

Thus far, with production activity in 
many lines at new high levels, there has 
been no indication of any breakdown in 
the service furnished by the electric light 
and power industry. 

While $200,000,000 is, perhaps, only 
adrop in the budgetary bucket, it is to be 
hoped that it will be expended for more 
worthwhile projects than the proposed 
Federal grid. 


v 


Utilities Stocks Seem Oversold 


LU pneee stocks enjoyed a brief ad- 
/ vance before Election Day, but 
this was soon cancelled after November 
Sth and was followed by a continued sag- 
ging trend which has carried some issues 
tlose to the year’s low levels. The trend 


of the Dow-Jones averages has been as 
follows : 


Utility Industrial 
Average Average 

October 14 130.73 

November 4 : 135.21 

November 9 : 138.12 

November 22 ...... i 131.24 

Net change, Oct. 14- 

Decr. 5% Incr. 8% 

With industrials still showing a mod- 
erate net gain, the decline in utilities can- 
not be entirely blamed on the election. 
Other probable factors are (1) the in- 
crease in the normal tax to24 per cent, and 
fears of a further increase next year ; (2) 
President Roosevelt’s decision to revive 
the St. Lawrence power project, together 
with the reported plan for a $200,000,000 
fund to buy up utilities in the Pacific 
Northwest; and (3) probable stiffening 
of the SEC attitude, as indicated in re- 
cent criticism of the El Paso financing, 
etc. Much of the selling in utilities was 
reported to be for investment accounts, 
the owners apparently fearing the imposi- 
tion of further tax burdens against op- 
erating companies, or punitive measures 
against holding companies. 

However, the selling would appear to 
have been carried to extremes in some 
cases. Many utility stocks now offer very 
substantial yields and even if dividends 
must be trimmed next year, yields should 
still be satisfactory, as compared with the 
low returns obtainable from many other 
securities. 
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INTERIM EARNINGS PER SHARE* 
End of 12-month Period 3-month Period 

Electric and Gas Companies Period 1940 1939 Incr. 1940 1939 Incr, 

American Gas & Elec. Consol. : 98 $2.51 ates ere ee 

Amer. Power & Lt. (Pfd.) Consol. ... ; 7. 5.49 30 

American Water Works Consol. : : A 110 

American Water Works Parent Co. ... q : ; 18 

Boston Edison Parent Co. ............ 2.40 48 D3 

Cities Service P. & L. (Pfd.) Consol. .. Sent. (a) 25. 70 is 

Commonwealth Edison Consol. ....... Sept. 2.30 

Com. & Southern (Pfd.) Consol. ..... Sept. 8.96 

Com. & Southern (Pfd.) Parent Co... Sept. 5.00 

Consolidated Edison, N. Y. Consol. ... Sept. 2.23 

Consolidated Edison, N. Y. Parent Co.. Sept. Za5 

Cons. Gas of Baltimore Consol. Sept. 4.83 

Detroit Edison Consol. Sept. 8.12 

Elec. Bond & Share iP Parent Co.. Sept. 6.37 

Elec. Power & Lt. (1st Pfd.) Consol. Aug. 8.92 

Elec. Power & Lt. (Ist Pid.) Parent Co. Aug. 1.65 

Engineers Public Service Consol. ..... Sept. 1.60 

Engineers Public Service Parent Co... Sept. ‘57 

Federal Light & Traction Consol. .... Sept. 2.24 

Inter. Hydro-Elec. (Pfd.) Consol. .... June 4.50 

Long Island Lighting (Pfd.) Consol. . Sept. 4.88 

Long Island Lighting (Pfd.) Parent Co. Sept. 5.70 

Middle West Corp. Parent Co. ........ Sept.(a)  .35 

National Power & Light Consol. (b) .. Aug. 1.29 

Niagara Hudson Power Consol. Sept. 56 

North American Consol. Sept. 1.99 

Nor. States Pwr. (Del.) Consol. (Cl.A) Aug. 3.88 

Pacific Gas & Electric Consol. Sept. 2.79 

Public Service Corp. of N. J. Consol... Sept. 2.93 

Southern California Edison Sept. 2.19 

Stand. Gas & Elec. (Pr. Pfd.) Consol... Sept. 8.66 

Stand. Gas & Elec. (Pr.Pfd.) Parent Co. Sept. 2.24 

United Gas Improvement Consol. Sept. 

United Gas Improvement Parent me. Sept. 

United Lt. & Power (Pfd.) Consol. ... Aug. 

United Lt. & Power (Pfd.) Parent Co.. Aug. 
Gas Companies 

American Light & Traction Consol. ... Aug. 

Brooklyn Union Gas Sept. 

Columbia Gas & Electric Consol. ..... Sept. 

El Paso Natural Gas Consol Sept. 

Lone Star Gas Consol. Sept. 

Oklahoma Natural Gas Consol. Sept. 

Pacihe Lighting Consol. 0.02... 600660 Sept. 

Peoples Gas Light & Coke Consol. .... Sept. 

United Gas Corp. (1st Pfd.) Consol... Aug. 

United Gas Corp. (1st Pfd.) Parent Co. Aug. 
Telephone and Telegraph Companies 

American Tel. & Tel. Consol. ......... Aug. s : 2.38 

American Tel. & Tel. Parent Co. ...... Sept. ! i Z.3/ 

General Telephone Consol. ............ Sept. ; ee se eis 

Western Union Tel. Sept. : : 67 
Traction Companies 

Greyhound Corp. Consol. ............ Sept.(a) 1. 1.92 92 

N. Y. City Omnibus Consol. .......... Sept.(a) 3. 3.37. D8 .89 
Systems outside United States 

Amer. & For. Pwr. (1st Pfd.) Consol. June : 5.41 1.50 

Amer. & For. Pwr. (1st Pfd.) ParentCo. june 3.06 1.61 90 42 

Inter. Tel. & Tel. Consol. (d) June(c) D.02 21 a D.08 

Inter. Tel. & Tel. Parent Co. June(c) D.10 D.02 a D.01 


D—Deficit or decrease. “‘Consol.’”’ indicates consolidated income statement, including subsidiaries. 
*On common stock unless otherwise indicated after name of company. 

(a) Nine months ended September 30th. 

(b) Parent company statement available for twelve months ended June 30th showed $.63 versus $.51. 
(c) Six months ended June 30th. (d) Excludes Spanish, German, and Polish properties. 
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European Utilities under Fire 


HAT happens to a utility organiza- 
tion when a hostile invading army 
begins to “blitzkrieg” its system, sector 
after sector? This was the question dis- 
cussed in the recent address by Dannie 
Heineman, president of the Permanent 
Committee Soc. financiére de transports 
et denterprises industrielles, better 
known as “Sofina,” before the Empire 
State Gas and Electric Association late 
last September. Sofina used to have its 
head offices in Brussels, Belgium. It is 
a holding company with service units in 
a number of European countries, Ar- 
gentina, Mexico, and North Africa. 
Mr. Heineman says that operating 
utilities have taken little or no precaution 
against the danger of invasion or bom- 
bardments, except where some hydro 
staticns have emptied reservoirs as a 
flood precaution. Based on his experi- 
ence during the invasion of the low 
countries, he suggested that any power 
station facing the peril of being cut off 
from supplies would be first of all well 
advised to increase its stock of fuel and 
equipment. A number of European 
electric and gas works were caught 
short in this respect. Some were with- 
in easy reach of coal fields and saw no 
point in stocking fuel, but overlooked 
the possibility of transportation col- 
lapse. Parisian utilities, before the Ger- 
man invasion, had only a 3-day stock of 
coal and relied for routine replace- 
ments in large part on shipments from 
England. 


Pemconnecrien of hydro stations, 


while valuable as an _ operating 
economy, are vulnerable to war damage. 
The speaker referred especially to the 
Truyere hydroelectric station in central 
France which contributes to Paris, Mar- 
seilles, and interconnects with Swiss 
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and Pyrenean systems. He said in part: 


Speaking of interconnections, I need 
hardly say how valuable they are as a 
safeguard against the breakdown of a 
given plant; but the network of intercon- 
nections established in Europe has not been 
laid down with the specific aim of reme- 
dying devastation that might be caused by 
war. These interconnections have no doubt 
been found very helpful under war con- 
ditions in the Netherlands, Belgium, and 
France, although they were not attribut- 
able to any anticipation of war. They 
were intended to be works of peace. 

You are familiar with the progressive 
measures by which the British government 
has been rationalizing electricity under the 
grid system during the past few years. 
Some minor power stations still survive in 
the London area. They are uneconomic 
and condemned to disappear in due course; 
but as it happens they constitute to- 
day, in abnormal circumstances, a valuable 
stand-by should the large modern works 
be put out of operation. 


Speaking of damage from bombing, 
Mr. Heineman said that the experience 
of Sofina properties in Spain during two 
and a half years of civil war showed 
only minor damage on both thermic and 
hydro power plants. Indeed, it was 
found, he said, that “anarchist sabotage 
caused greater havoc.” 


O« interesting result. of the 
unfortunate Spanish experience 
was the fact that economic activities are 
likely to pick up with remarkable resili- 
ence after the cessation of hostilities. 
Thus in Catalonia, consumption of elec- 
tricity has already surpassed that of the 
year 1935 when the Spanish civil war 
broke out. This, in spite of local cotton 
mills being handicapped by lack of raw 
materials. While some of this recovery 
is probably due to the substitution of 
electricity for gas as a result of coal 
shortage, it contrasts with the continu- 
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ing depression in Spain and supports the 
view that electric distribution is con- 
spicuous among industries which enjoy 
an inelastic demand; having become al- 
most as much of a necessity as daily 
bread. 

And so, while the speaker expected 
that in territories invaded by Germany, 
as well as in the so-called unoccupied 
parts of France, a marked decline of 
electric consumption would be shown be- 
cause of shattered purchasing power and 
industrial plant destruction (by both 
sides), it may well turn out that the 
electric load will come back more quickly 
with the return of peaceful or nearly 
peaceful conditions than in the case of 
other major industries. Mr. Heineman 
stated on this point: 

. . . factories were obliged to close down 
when Belgium was invaded and called up 
all her forces, 800,000 men—one-fifth of 
her male population—including almost 
every engineer under the age of forty-six. 
Moreover, in a number of instances, steel 
works, cotton mills, collieries, and other 
undertakings of strategic importance, vol- 
untarily dismantled sections of their ma- 
chinery in order to prevent operation under 
enemy control. German efficiency is likely 
to have provided for the replacement of the 
missing parts; and, however that may 
be, I hear that electricity distribution 
has been resumed practically throughout 
the country. The bills go out to the cus- 
tomers as before, reduced in amount rather 
than in number. Sooner or later, elec- 
tricity distribution must assist in healing 
the wounds that war has inflicted and the 
electricity industry should be one of the 
first to benefit from the recovery it will 
have helped to bring about. 


em difference between the present 
war in Europe and the last war is 
obviously the factor of mobility. In 1918 
hostilities were confined to more or less 
front line sectors with sporadic bombing 
behind the lines. Today the bombing is 
much more intense and general. The en- 
gagement of conflicting forces is char- 
acterized by rapid change in location. 
This naturally increases the problem 
of utility management. In the case of 
Sofina, Mr. Heineman said, officials 
tried to visualize what might happen if 
Belgium were invaded. They assumed 
before the German armies entered the 
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low countries that such invasion would 
eventually take place and prepared sey. 
eral positions to which the organization 
might retreat in case of invasion. 

When the Germans entered Belgium 
last May, a selected staff of Sofina was 
already on its way by rail to Ypres (a 
Flanders town known to many World 
War veterans as “Wipers”). The 
change in the seat of administration was 
legally aided by a Belgian statute of 
February, 1940, which specifically av- 
thorized any Belgian company to trans- 
fer its location inside or outside the 
realm by the simple decision of its board 
of directors acting upon a war emer- 
gency. 

Although ample telephone communica- 
tions had been provided at the new offices 
at Ypres, military regulation soon re- 
stricted the use of the telephone to such 
an extent that Sofina found itself greatly 
hampered in communicating with its 
associated companies. Before that prob- 
lem was solved the great speed of the 
German advance soon made Ypres an 
awkward place for administration. 

This time the staff of Sofina set out 
for Lisbon, Portugal. This distant haven 
was chosen not because of any prophetic 
expectation that France would collapse, 
but because French administration was 
so tied up with rigorous regulation, So- 
fina feared it might be difficult in war- 
time to communicate with associated 
companies outside of France. It was de- 
cided while making the move to go to 
a nation still politically at peace—hence 
Lisbon. 


ISBON offices had been prepared in 
LE advance as early as August, 1939, 


and a complete set of duplicates of ac- 
counting records, engineering files, and 
contracts was kept there. Mr. Heineman 
gave a graphic account of this exodus: 


. . . Yet we contemplated an intermedi- 
ary halt in France in order to collect our 


refugee employees. For a few weeks we 
camped at Biarritz, with a mere outpost 
in Lisbon. Getting out of Belgium and 
proceeding through France was not an 
easy job. There were passport troubles 
and the roads were choked by interminable 
caravans of cars pathetically roofed with 
mattresses as a safeguard against short- 
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range machine gun fire from the air. Train 
service had broken down; our Ypres staff 
was scattered; but by hook or by crook, 
by car, lorry, and bicycle, they managed to 
reach Biarritz—with their files and even 
their mothers-in-law—some experiencing 
thrilling escapes. 

When it became manifest that the French 
army was about to surrender, some of 
our senior officers went to Madrid where 
they took the opportunity of discussing 
with the Spanish authorities questions per- 
taining to our interests in Spanish compa- 
nies. There we met with a most friendly 
reception; but our goal was Lisbon and it 
is to that city that we moved a substantial 
body of our staff. All those officers and 
employees of our company that had left 
Brussels, numbering close to 200 with their 
families, successfully negotiated the visa 
barriers which have retained so many 
people in France against their will. I am 
grateful to the French government, as well 
as to the Spanish and Portuguese govern- 
ments, for the facilities they have offered 
to Sofina in that respect; a certificate at- 
testing that such and such a person be- 
longed to the staff of Sofina had, at the 
various frontiers, the magic effect of an 
“Open, Sesame.” These governments were 
good enough to look on Sofina as an asset 
of international importance. I confess 
I take some pride in looking upon my com- 
pany in the same light; we try to do bene- 
ficial work in many parts of the world. 


The speaker paid a compliment to the 
orderly and farsighted rule of Portugal. 
He called it “a lung through which con- 
tinental Europe can still draw a breath 
of air” and about the only place in Eu- 
rope where an international organization 
such as Sofina can remain in communi- 
cation with associated properties. 

This is no easy task where the hold- 
ing company must run offices outside of 
a territory under enemy control. One 
precaution taken was the formation of 
a United States affiliate that would act 
as liaison with oversea undertakings and 
provide for shipment of supplies and re- 
mittances of funds in the event of Eu- 
ropean complications. 


yen idea of the financial difficulties 
arising under such situations can be 
seen in the following passage of Mr. 
Heineman’s address: 

I referred just now to the duties of a 
holding company to provide its associated 
companies with funds, if required, on short 
credit for development expenditure (inci- 
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dentally, these duties put upon the hold- 
ing company the obligation to husband its 
resources with a view to a possible emer- 
gency). No clear-cut dividing line can be 
drawn between money remittances and de- 
liveries in kind. Sofina has had character- 
istic experiences in this connection. Our 
operating companies in Turkey had con- 
siderable sums of money to remit to Bel- 
gium in respect to dividends; pay- 
ments in cash to Belgium were limited by 
a clearing arrangement so we found our- 
selves compelled to collect our clearings 
in the form of live sheep and wheat, eggs 
and hazelnuts. These dividend sheep were 
driven over 200 miles before they reached 
their port of shipment. I need hardly 
say that this cumbersome form of trans- 
ferring money involved substantial sacri- 
fice, but when a country has no available 
balance in foreign currencies, it must 
either borrow abroad, or it must furnish 
goods and services abroad if it is to dis- 
charge foreign debts or continue to effect 
purchases outside its frontiers. A nation 
must enable others to sell in order that it 
itself may supply and receive payment. 
Obstacles involving transfers of money, 
like all other obstacles to the flow of trade, 
are deplorable outcomes of a disorganized 
economic system. They also rank among 
the causes of this disorder. War con- 
ditions accentuate the difficulties imped- 
ing the movements of capital, partly be- 
cause they tend to increase protectionism. 


In conclusion the speaker warned 
against the spirit of national isolation 
which may lastingly set up new barriers 
in the way of national relations. This is 
especially embarrassing to the mainte- 
nance and progress of utility industries. 
The utility business, he said, “is a work 
of peace; its task is public service.” It 
follows from this that obstacles to peace 
are obstacles to public service and the 
more abundant living standards which 
all mankind can enjoy only through 
progress in public service. 


Dicer is why, also, utility companies 
realize perhaps more than some 
other industries the interdependence of 
nations—the need for their work. Re- 
ferring to the possible “fifth column” 
angle of foreign investment in utility en- 
terprise, Mr. Heineman said from per- 
sonal experience “international invest- 
ments of capital, and of technical ex- 
perience which is usually applied to the 
management of these investments, are 
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“LIKE TO SEE THE ‘BLUES’ MATCH THAT FOR A 
STRATEGIC RETREAT, EH, MAJOR?” 


equally beneficial to the country that in- 
vites or accepts foreign enterprises and 
to the country that enjoys this form of 
hospitality. 

In the same vein he deplored the 


suspension of international 
ences and the interruption of free in- 
dustrial communications because of 


censorship. “ 
—F. X. W. 





Bombardment and Sabotage As 
Utility Problems 


ODERN methods of warfare bring 

the truth of General Sherman’s 
famous remark home to utilities more 
than ever before. Gas, electric, telephone, 
and transportation systems, as well as 
water and sewage facilities, are not only 
prime military objectives but under mod- 
ern conditions are vital to the mainte- 


nance of the home front, physically and 
psychologically. 

A number of such utility systems have 
been heavily bombarded in England, 
France, Germany, and in the low coun- 
tries. A number have suffered from 
sabotage. The British publication, Elec 
trical Review (September 7th), states: 
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The effects of high-explosive and in- 
cendiary bombs on overhead lines can only 
be known as the result of experience. While 
they can be more easily and quickly 
patched up than can underground cables, 
the amount of damage sustained is prob- 
ably more than was anticipated by many 
undertakings when spares were being or- 
dered and stored. 

From information sent us by engineers 
who have recently suffered from aerial 
bombardment, it appears that conductors 
have suffered more severely than any other 
overhead transmission component. Cross- 
sectional area appears unimportant, as all 
sides seem to have received similar damage 
under similar conditions. Conductors have 
been cut totally or partly through by bomb 
splinters or sharp stones from high- 
explosive bombs up to about 100 pounds 
at distances up to about 100 yards from 
the line... . 

Low-voltage lines are reported to have 
suffered more from falling or flying débris 
than from bomb splinters, damage being 
localized as a rule. So far we have seen 
no evidence that blast is causing much 
trouble, except possibly in the blowing of 
high- and low-voltage fuses. The oil 
canister type of incendiary bomb has, in 
several instances, burnt through conduct- 
ors; from the small crater that it forms 
black oil may be splashed to a radius of 
20 feet. Most of the heat developed seems 
to rise vertically and with sufficient in- 
tensity to burn through copper conductors 
up to 0.06 square inches. 

Copper conductors have shown to better 
advantage than aluminum; they seem less 
prone to damage and are more quickly and 
cheaply repaired. It has been found possi- 
ble, by careful workmanship, to draw to- 
gether the two ends of a severed alumi- 
num steel-core conductor and to joint them 
with a cone-grip mechanical joint without 
materially upsetting the sag of the conduc- 
tor. 

This has been done on long spans even 
when the intermediate crossarms have 
suffered damage due to their taking line 
tension suddenly in one direction. In very 
few cases have we heard of damage that 
has resulted in the severance of all con- 
ductors in a span. 

Wood poles do not appear to have suf- 
fered much, in spite of their obvious ill- 
treatment when a conductor or conductors 
have been severed in mid-span. One case 
is on record of a bomb splinter of ap- 
proximately 6-square-inch area going com- 
pletely through a pole (74 inches in 
diameter at that point) about 2 feet from 
the top, due to the explosion of a high- 
explosive bomb 50 yards away. We have 
heard of no instances, so far, of a pole 
having been overturned due to blast; one 
bomb of small caliber exploded at the foot 
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of an “A” pole without harming either 
pole or line. 

Little important damage to steel towers 
is reported. Small fragments have been 
cut out of the tower legs and other iron- 
work by flying bomb splinters, and in one 
instance a direct hit on the stub by a high- 
explosive bomb of small caliber caused 
no trouble. Insulator damage has been 
surprisingly small, and the necessity for 
removal appears to be rare. Chips are to 
be found in plenty, but even disk-type 
ag sets seem to have borne a charmed 
ife. 


HE operating lessons thus learned 
from abroad have not been lost on 
utility management in the United States. 
This was seen in the recent address of 
Colonel W. F. Rockwell, of Pittsburgh, 
Pennsylvania, president of The Water 
and Sewage Works Manufacturers 
Association. Colonel Rockwell was ad- 
dressing the fifty-ninth annual conven- 
tion of the New England Water Works 
Association at New York city. He em- 
phasized (after commenting upon the 
fact that waterworks and drainage sys- 
tems in European countries seem to have 
gotten off fairly lightly) that from the 
standpoint of civilian health and morale, 
the integrity of water and sewage supply 
is most important. This is obviously be- 
cause serious interruption or destruction 
of such facilities in modern large cities 
would soon result in disease epidemics. 
Colonel Rockwell suggested the im- 
mediate study of the problems of safe- 
guarding such utility facilities of im- 
portant American cities from bombard- 
ment and sabotage. While it is probably 
impossible to make a city absolutely dis- 
aster-proof in this respect, important 
steps to minimize such dangers can cer- 
tainly be taken. 

Obviously, here in America the 
danger, assuming a continued hostile at- 
mosphere, lies more in the direction of 
sabotage than enemy bombardment (al- 
though the latter contingency is not to 
be discounted by any means). It is also 
just as necessary to protect utility rec- 
ords as physical plant, inasmuch as in- 
cendiary bombs and sabotage constitute 
special threats to the preservation of 
essential utility records. 
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R many years, state regulatory com- 
missions have required that the man- 
agement of utility properties should pre- 
serve all pertinent records in a safe and 
appropriate place and not destroy the 
same without commission approval. (See 
Re Southern Indiana Telephone & Tele- 
graph Co. PUR 1929E, 641.) Recent 
demonstrations made by the Remington 
Rand organization at Marietta, Ohio, 
indicate that repositories for vital utility 
records are now available which are ca- 
pable of withstanding most severe dam- 
age of an incendiary or explosive nature. 
Furnace tests at Marietta were de- 
signed to simulate actual conditions 
known to exist in burning buildings. 
Cabinets selected from finished stock 
were exposed to temperatures running 
as high as 1,974 degrees Fahrenheit for 
nearly four hours, after which contents 
were shown to be unharmed. Shock tests 
were also made whereby record cabinets 
were dropped more than 30 feet onto 
solid concrete blocks without material 
injury to the contents. 

As to physical plant, telephone, gas, 
and electric companies are known to be 
experimenting with possibilities of du- 
plicate lines in strategic locations, the 
use of armored conduits, and the possi- 
bility of deeper burial and arcading of 
conduits. It may be that the war abroad 
with all its misfortunes will prove a 
minor blessing in disguise by giving 
utility industries in the United States an 
opportunity to protect public service in 
all its ramifications from the dangers of 
hostile destruction. 

For example, at a recent meeting of 
the Wisconsin Utilities Association in 
Milwaukee, A. P. Kellogg, General 
Electric turbine engineer, suggested 
floating electric power plants as a possi- 
ble replacement for bomb-destroyed fa- 
cilities. The West coast, the Great Lakes 
region, and a large portion of the eastern 


United States could be reached by gen. 
erating stations housed in vessels de- 
signed to pass through the New York 
state barge canal. A projected 50,000. 
kilowatt, self-contained floating power 
plant is being studied by the General 
Electric Company, according to Mr. 
Kellogg, who added that that size seemed 
to be the largest rating practicable. 

A 50,000-kilowatt plant will meet the 
average needs of a city of 150,000 to 
200,000 population. During a _ water 
shortage in 1929, the aircraft carrier 
Lexington supplied power to the city of 
Tacoma, Washington, and the Public 
Service Company of New Hampshire 
has had a floating power plant in service 
since 1930. 


prec station peaks vary on many 
of the large utility systems and if 
floating power plants are available, they 
can be moved from one location to an- 
other as load requirements dictate. Mr. 
Kellogg added: 


With the present rapid expansion of in- 
dustrial loads in locations which are hard 
to predict, the floating power plant can be 
placed at an advantageous point on short 
notice. On larger systems, where it is 
known that the total load will grow during 
the next two or three years, but where 
it is difficult to decide upon the most 
economical location for a new generating 
unit, one power barge could be used at any 
point until a permanent power plant could 
be built. . 

As an 4uxiliary to the national defense 
program, the value would be great, as ad- 
ditional power could be made immediately 
available for replacing damaged facilities 
or increasing production. 


Equipment of the projected plant 
closely follows standard marine and 
central station practice, with modifica- 
tions for housing in a hull similar to that 
of a lake freighter, with an overall 
length of 290 feet, 43-foot beam, 10-foot 
draft, and a low bridge clearance of 15 
feet. 





Camp Fire Girls Check Up on Utilities 


to begin mighty young these days. This 
was seen in an interesting project spon- 
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UBLIC relations for utility organiza- 
tions not only begin at home but seem 
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sored for its members by Camp Fire 
Girls, Inc., during the current year 1940. 

The young ladies of this organization 
set out to see how their city kept house; 
how it managed to provide everyone with 
enough water, gas, and electricity ; how 
it kept the streets clean ; and how it dis- 
posed of waste materials. Did the older 
girls (ranging from fifteen to eighteen 
years of age) find that their city was a 
good housekeeper? The answers, of 
course, varied, because of the numerous 
cities investigated. After all, it was the 
1940 “older girls’ project” for this na- 
tionally known organization. 

Six winning reports recently an- 
nounced at city hall in New York city by 
the president of the city council, New- 
bold Morris, were received from groups 
of girls in the following communities: 
Berkeley, California; East Detroit, 
Michigan; Sherman, Texas; Sault Ste. 
Marie, Michigan; St. Paul, Minnesota ; 
and Rio Hondo county, California. 

The project was conducted according 
to a plan and time-table designed by the 
headquarters of the organization in New 
York city. Committees were formed to 
investigate water supply, gas and elec- 
tric supply, and sanitation, respectively. 
There were numerous meetings and in- 
vestigation groups were formed into 
squads. 

These squads descended upon utility 
organizations without warning, com- 
bining their invasion with picnics, 
bicycling, hikes, hay rides, and overnight 
camping trips. Plant officials were ques- 
tioned, examined, and cross-examined. 


pt first demonstrations involving 
utility angles were combined with 
frolicsome boy-and-girl parties at which 
games and skits showing the futility of 
sticking pennies in the fuse box and 
similarly sound utility advice for the fu- 
ture housewives and mothers of America 
were given. While the consensus of the 
final reports appeared to be that the 
utility job of keeping house for a city is 
a prodigious task compared with ordi- 
nary housekeeping, some of these Camp 
Fire Girl groups volunteered astute sug- 
gestions based on their personal inspec- 
tion tours. One California town, as a 
direct result of the girls’ questioning, 
took steps to prevent an emergency of 
water shortage. Officials are changing 
the whole system. 

Girls in a Michigan community drew 
up a list of recommendations after ex- 
amining the city dump and city gas, elec- 
tric, and pumping station. They sug- 
gested a number of reforms, including 
the placing of electric wires under- 
ground. They even ventured into the 
province of the law in a Minnesota city 
and were asked by the local commis- 
sioner of public safety to prepare a draft 
governing the regulation of bicycle 
traffic. One suggestion included the for- 
mation of a “Youth Court” to try bi- 
cycle offenders. 

However, utility officials in the com- 
munities investigated, on the whole, got 
off fairly lightly and were thanked by the 
young ladies for their cordial coopera- 
tion in making this novel promotion of 
good citizenship an interesting success. 





Utility Reform Compared to Banking Control 


EGULATION of the public utility in- 

dustry to the ends of “real rehabili- 
tation and basic reform” must parallel 
to a large degree the course followed by 
banking legislation in recent years, ac- 
cording to Leo T. Crowley, chairman of 
the Federal Deposit Insurance Corpora- 
tion and chairman of Standard Gas & 
Electric Company. Mr. Crowley ad- 
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dressed the annual convention of the 
Wisconsin Utilities Association at Mil- 
waukee on November 11th. 

The speaker said that in the utility in- 
dustry as in the banks government “has 
a clear and definite responsibility to pro- 
tect the public from dissipation of its 
wealth by corporations whose existence 
government sanctions” and that the ex- 
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“OH, DON’T MIND ME—I’M ONLY GOING TO LOOK UP AN ADDRESS” 


tent of supervision by government al- 
ways has depended upon the degree to 
which management itself recognized and 
regarded the public interest.” 

Mr. Crowley said that both banking 
and utility legislation in recent years 
have been curative rather than preventive, 
attempting to right wrongs of the past. 
After tracing the course of banking re- 
forms, he continued: 

Can you avoid drawing a parallel? To 
such innovations as registration of its se- 


curities and supervision of its accounting 
systems the utility industry has adapted 
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itself. Its financial condition has improved 
in so far as business generally has im- 
proved. But of real rehabilitation and of 
basic reform there have been little. ; 

Of the need for rehabilitation? Drastic 
financial reorganization of holding com- 
panies and operating companies that are 
burdened with huge preferred stock divi- 
dend arrearages is inevitable. On the basis 
of the latest published figures (as of Jan- 
uary 1, 1938) out of 158 holding companies 
having outstanding preferred stocks with 
a par or liquidating value of about $2,400,- 
000,000 there were 48 companies with 
outstanding preferred stock (in the hands 
of the public) amounting to $1,331,000,000 
which were in arrears as to dividends to 
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the extent of about $337,000,000. On that 
date, therefore, the arrearage represented 
an average accumulation of more than 25 
per cent of the par value of the stocks. 

Among the operating subsidiaries of 
registered holding companies there were 
found 224 companies with preferred stocks 
in the hands of the public amounting to 
$1,447,500,000. 

Of these, 70 companies had accumulated 
arrearages of about $96,000,000 on their 
outstanding preferred stocks in the amount 
of $443,000,000. Thus over 30 per cent of 
the preferred stocks of the operating com- 
panies was in arrears to the extent of 21.6 
per cent. 

This picture has improved during the in- 
tervening three years, but the magnitude 
of the problem is still considerable. If 
funds are to be obtained by these compa- 
nies for replacements, for needed expansion 
of plant and distribution facilities, or even 
for refinancing, their debt and capital con- 
ditions will have. to be reset on a sound 
basis. 

The need for extensive reform of organ- 
ization and practice in the utility indus- 
try, I take it, no one denies. We are gen- 
erally agreed that such practices as the 
arbitrary write-up, overcapitalization, 
skimping on depreciation, and otherwise 
using improper accounting methods can no 
longer be tolerated. It is likewise evident 
that the day of pyramiding corporate 
structures, extortionate service, manage- 
ment, and construction contracts with sub- 
sidiaries, and unjustifiable inequalities in 
the distribution of voting control is draw- 
ing to an end. 


ITH respect to the workings of the 
Public Utility Holding Company 


Act of 1935, Mr. Crowley said an open- 
minded attitude on the part of govern- 
ment as well as common-sense interpre- 
tation will be needed to make it as useful 
to the public and the investor as possible. 
He added: 

I believe, for example, that the integra- 
tion provisions of § 11 of the act will 
have to be administered with a fine sense 
of reason, balance, and timing, and with the 
knowledge that the act is designed to 
prevent abuses in the future and to close 
avenues of abuse—not to turn back the 
pages of history. I believe that the SEC, 
approached by the industry with any offer 
of cooperation in which it has confidence, 
shows that point of view. I believe that 
most holding companies can understand 
the benefits and the economies that will 
accrue from consolidation and simplifica- 
tion of their scope of operation. 

Mr. Crowley believed that the en- 
couragement of the management of op- 
erating companies by employee directors 
is wrong in principle. He said he recog- 
nized that service and management re- 
lationships in the past were frequently 
sources of abuse, although he could not 
concede that all such relationships should 
be barred. 

He concluded that the purposes of 
the act would be better served if 
supervisory authorities possessed and 
exercised powers of visitation and ex- 
amination over utility holding companies 
comparable to those now exercised by 
other regulatory agencies over banks. 





The Self-liquidation of Holding Company 


Reorganization 


MosT perfunctory glance through 
the bound volumes in which are 
reported decisions of the Securities and 
Exchange Commission would reveal an 
almost methodical trend of opinions 
which seem to be marching right through 
the Public Utility Holding Company Act, 
starting with § 1. 
Section 1, of course, is more or less 
a statutory editorial on the abuses of the 
holding company form, so there isn’t 
much to be done about it by way of de- 
cision. But if you take Volume 1 of the 


SEC decisions, you will notice a great 
number of cases arising under § 3 and a 
few under § 2, which are the “exemption 
clauses.” Through 1937 and 1938, the 
cases under § 3 drop down to almost 
nothing because by that time most of the 
companies either have been exempted 
from the Holding Company Act or have 
registered under it. During these years, 
§§ 6 and 7, with the correlative provi- 
sion involving security issues under § 10, 
seem to have engaged most of the com- 
mission’s attention; and beginning 1939 
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and continuing through the present year 
the number of cases begin to increase 
which involve the controversial § 11. 
This generally orderly progress of 
SEC decisions suggests the possibility of 
the commission marching right through 
the statute and coming out the other end 
of it sooner or later. Such a suggestion 
presents an oversimplified picture. Yet, 
with respect to § 11—the reorganization 
section which used to be known by the 
nickname of the “death sentence”’— 
there are reasons for believing that it is 
more or less self-liquidating and that the 
time will come when all the holding com- 
panies have gone through the mill or 
through the wringer, which will leave 
the SEC with little more to do than rou- 
tine regulation of security issues. Even 
as to the latter functions, the trend is to- 
wards simplified procedure, calculated 
to make the regulation less burdensome. 


_— the Practising Law In- 
stitute in New York city on Octo- 
ber 14th, Joseph L. Weiner, director of 
the public utilities division of the Se- 
curities and Exchange Commission, 
gives us food for thought along this line: 


The closest analogy to § 11 (b) (1), that 
is, the geographical, physical, or property 
simplification — call it what you will — is 
probably found in the Sherman Act itself. 
There is, however, this striking difference: 
The Sherman Act contained merely a pro- 
hibition making a monopoly or an agree- 
ment to restrain trade unlawful and appro- 
priately left its enforcement to the Depart- 
ment of Justice. In the Holding Company 
Act, failure to conform to the standards of 
§ 11 is nowhere made unlawful. Indeed, 
even failure to comply with an order of the 
commission, directing the action or steps to 
be taken to achieve conformity, is expressly 
excluded from the penal provisions of the 
act. Section 11 differs also from other reg- 
ulatory statutes which, as a rule, are de- 
signed to shape future conduct on the basis 
of existing facts. For example, the usual 
public service commission law seeks to con- 
trol future security issues, future rates, fu- 
ture entries in accounts, and such other mat- 
ters as a particular commission in its wisdom 
deems appropriate. Section 11, on the other 
hand, seeks to undo what has been done, 
even more than it seeks to control future 
conduct, and, although the Holding Com- 
pany Act contains provisions for supervision 
of financing, loans, dividends, servicing, and 
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other features of the activities of both hold- 
ing and operating companies, it is clear from 
the legislative history that these other pro- 
visions are regarded primarily, first, as an 
aid to the accomplishment of § 11 and, sec- 
ond, as a means of protection pending ac- 
complishment of § 11, and only secondarily 
as an independent affirmative form of regu- 
lation. For the unique thing about the Hold- 
ing Company Act as a regulatory device is 
that fundamentally it is a self-liquidating 
project. To a very large and probably a 
major degree, its enforcement will result in 
the continual shrinking of the activities sub- 
ject to the jurisdiction conferred by the act. 
The usual regulatory statute attempts to 
preserve an existing course of conduct by 
subjecting it to a continued and usually ever- 
increasing scrutiny and supervision. The 
Holding ‘Company Act, on the other hand, 
seeks to accomplish its objective by a re- 
shaping of the course of conduct itself, with 
a continual relaxation and probably final 
elimination of scrutiny and supervision. 


Mr. Weiner went on to discuss three 
examples of enforcement under § 11. 
First was the Indianapolis Power & 
Light Company Case, in which the sale 
of the company’s stock terminated its re- 
lationship with the Utilities Power & 
Light Corporation, a holding company 
controlling properties scattered through- 
out the United States and Canada. As 
a result of this the company now oper- 
ates as an independent utility and is no 
longer subject to regulation under the act. 


O* the other hand, a different ap- 
proach is to be seen in the case of 
the Houston Natural Gas Corporation, a 
Delaware concern which owns stock in 
four Texas utility companies. The parent 
was obliged to register, because of the 
interstate character of its situation, but 
shortly after worked out a plan whereby 
all of its properties were transferred to 
the holding company which in turn 
transferred them to a new Texas cor- 
poration. After that the Delaware cor- 
poration was dissolved. The effect of this 
was to confine the entire family tree to 
the single state of Texas and by the same 
token eliminate the jurisdictional status 
under the Holding Company Act. 

A third illustration mentioned by Mr. 
Weiner of how the commission’s juris- 
diction is “self-liquidating” was seen in 
the case of San Diego Consolidated Gas 
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& Eectric Company which, as its name 
implies, operates in California, although 
a subsidiary of the Standard Gas and 
Electric system which operates prop- 
erties primarily in Wisconsin and Min- 
nesota. The directors of the Standard 
system recognized the need for the dis- 
posal of some of their far-flung prop- 
erties in order to meet the requirements 
of § 11. They also wanted to reduce the 
company’s debt structure to comply with 
§ 11 (b) (2). Consequently, a plan to 
kill two birds with one stone was put 


into operation. Standard Gas and Electric 
Company offered debenture holders of 
its own company the preference of ex- 
changing such debentures for common 
stock of San Diego Consolidated Gas & 
Electric Company. If this is consum- 
mated, the San Diego Company will be 
removed entirely from the jurisdiction 
of the Holding Company Act, and the 
Standard Gas and Electric Company will 
be that much nearer to compliance with 
§ 11, both as to geographical and cor- 
porate simplicity of its debt structure. 





Notes on Recent Publications 


Pustic UTILITIES AND THE NATIONAL PowER 
Pouicies. By James C. Bonbright. Columbia 
University Press. Price $1.25. 

This is one of five books which resulted 
from a series of lectures on the economics 
of public policy given during the 1940 sum- 
mer session of Columbia University. The 
other four, which are also published by 
Columbia University Press, are “The Pat- 
tern of Competition,” by Walter H. Hamil- 
ton; “Taxation and Fiscal Policy,” by Mabel 
Newcomer; “The Search for Financial Se- 
curity,” by Robert B. Warren; and “Labor 
and the State,” by Leo Wolman. 

This book by Professor Bonbright is a 
sketch of the New Deal power policies and 
a discussion of the criticisms that have been 
leveled against them by the opponents of the 
administration’s course in this respect. It 
explains the author’s conception of the pub- 
lic utility issue as it constituted an issue in 
the ly4U presidential campaign. 


Rate MAKING By INTERIM Orper. By A. L. 
Stein. The Journal of Land & Public Utility 
Economics. August, 1940. 


SAFETY RULES FOR THE INSTALLATION AND 
MAINTENANCE OF ELECTRICAL SuPPLY STA- 
tions. National Bureau of Standards 
Handbook H31. U. S. Department of Com- 
merce. For sale by Superintendent of Docu- 
ments, Washington, D. C. Price 10 cents. 


SHatt Gornc VaLue BE INCLUDED IN THE 
RATE-BASE? By Irston R. Barnes. Part I. 
The Journal of Land & Public Utility Eco- 
nomics. August, 1940. 

“No element of value,” says this author, 
“has been more often denied, exaggerated, 
or disputed than that of going value.” In 
this first instalment of a 2-part series, Dr. 

arnes, who is assistant professor of eco- 
nomics at Yale University, reviews case law 
to the effect that the element of going value 


has suffered from vagueness and confusion 
at the hands of courts and commissions. The 
author analyzes, in turn, various measures 
of going value, including (1) the so-called 
Wisconsin formula of “development cost”— 
unapproved by the U. S. Supreme Court; 
(2) the comparative plant method by which 
relative net earnings of an existing plant 
are compared with those of a hypothetical 
or “comparative plant’—generally unap- 
proved; (3) the reproduction cost method 
based on estimates of the hypothetical cost 
of training personnel and attaching the ex- 
isting volume of business—rejected by the 
Supreme Court in the St. Joseph Stockyards 
Case; (4) the expert-testimony method, 
based upon the estimate of the amount by 
which the “going concern” element would 
enhance the value of a plant in the eyes of a 
prospective purchaser—also rejected by the 
Supreme Court as “too conjectural”; (5) 
capitalization of initial risk as indicated by 
the difference in the rate of return required 
to induce investors to purchase securities of 
a new rather than an established enterprise 
—rejected by the author as unsuited to rate 
regulation. The concluding instalment of 
this article will discuss the economic and 
legal status of going value, as revealed in 
rate cases and the current attitude of the 
U. S. Supreme Court. 


THE TAXATION OF RAILROADS IN NEW JERSEY. 
By Harley L. Lutz. Princeton: Princeton 
ciated Press. 1940. Pp. viii, 208. Price 


Professor Lutz undertakes an analysis of 
the problems of railroad taxation in a state 
where it has become especially complicated. 
Although restricted to New Jersey, the au- 
thor’s observations about the shortcomings 
of railroad valuation should be of interest in 
other states. Professor Lutz proposes, as a 
matter of reform, that a gross earnings tax 
should be substituted for ad valorem taxa- 
tion. 
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Carrier Problems Aired 


N appeal for a joint effort by manage- 

ment and labor to aid the railroads was 
voiced by Jacob Aronson, vice president of 
law of the New York Central Railroad, at 
the concluding session of the annual meet- 
ing of the Association of American Rail- 
roads in New York last month. Mr. Aron- 
son said: 

“Management and labor have a common 
ambition to restore and preserve a reasonable 
measure of prosperity for this great and 
vital facility. What they can do in that 
direction is dependent to a considerable extent 
on external forces, and to the extent that 
they close their eyes to the external conditions 
and the setting in which they find themselves 
they are defeating their own self-interests. 

“Management requires a persevering de- 
termination to surmount difficulties and a 
due regard for the best interests of the whole 
railroad establishment rather than excessive 
or exclusive regard for what might super- 
ficially be looked upon as the immediate self- 
interest of any particular carrier. There has 
probably never been a time when the carriers 
were more dependent on each other than 
they are now, and there probably never has 
been a time when the financial collapse or 
other misfortune of individual carriers had a 
more profound effect than now on the indus- 
try as a whole. 

“The role of railroad labor also is im- 
portant, profoundly so. Railroad labor is 
almost completely organized into powerful 
and well-articulated groups. On the rail- 
roads there is no need to bleed and die for 
the right of collective bargaining, because it 
is, and for many years has been, an accom- 
plished and solidly entrenched fact. In- 
deed, if anybody in the railroad industry 
is in need of bargaining power, collective or 
otherwise, it is management. But with great 
power there is also great responsibility.” 

E. E. Norris, president of the Southern Rail- 
way, reminded the railroad officials that 
their industry no longer had a monopoly of 
transport and that they well might look to 
their competitors in the field for suggestions 
as to how to improve their service. 

The enactment of the Transportation Act 
of 1940 should help managements in making 
railway transport more appealing to shippers 
and travelers, J. A. Phillips, chairman of 
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The March of 
Events 


~~ Railway Labor Executives Association, 
said. 


To Get Grand River Power 


A MARKET is “now in sight” for about 75 per 
cent of the output of the $22,750,000 Grand 
River dam, which will produce about 200,000- 
000 kilowatt hours of electricity a year, Gen- 
eral Manager T. P. Clonts said recently. 
Clonts said applications for power had been 
made by John Brown University, Siloam 
Springs, Arkansas, 660,000 kilowatt hours; the 
Ozark Rural Electric Codperative, 1,000,000 
kilowatt hours; and the cities of Vinita and 
Sand Springs, Oklahoma, 2,000,000 kilowatt 
hours each. 

Negotiations were reported under way with 
the Public Service Company of Oklahoma, 
Bentonville (750,000 kilowatt hours) and Silio- 
am Springs (2,160,000 kilowatt hours), Ar 
kansas, the Carroll County Electric Codper- 
ative of Arkansas (1,080,000 kilowatt hours), 
and the Eagle Picher Lead Company (36,000,- 
000 kilowatt hours) which operates in the tri- 
state area. 

The Grand River Dam Authority has con- 
tracts with the Oklahoma Gas & Electric Com- 
pany, Chelsea, Collinsville, Disney, and Afton, 
Oklahoma, the Verdigris Valley Electric Co- 
Operative and the Northeast Electric Co- 
Operative. 

Clonts said tentative plans for sale of power 
to Arkansas applicants called for delivery of 
the power to the Oklahoma-Arkansas border, 
with the purchasers distributing it among 
themselves. 

“We have reserved a sufficient block of 
power to serve defense industries which we 
hope will be located in the Grand River dam 
area,” Clonts said. 

Income will be used to retire bonds sold to 
the Public Works Administration. 


SEC to Request Simplification 


A batch of orders calling on additional 
utility holding company systems to simpli- 
fy their corporate structures in accordance 
with the Public Utility Holding Company 
Act was recently reported being prepared 
by the Securities and Exchange Commission. 
Among the more important systems which 
would be called on to take simplification 
steps was the Commonwealth & Southern. 
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Issuance of these orders, it was said, would 
mark the beginning of increased activity on 
the part of the SEC to bring about compliance 
with the Utility Holding Company Act, with 
respect to both the corporate simplification 
provisions and the “integration” sections. 

The corporate simplification provisions of 
the act require each holding company system 
to make such changes in its corporate set-up 
as may be found necessary to simplify the 
structure and to fairly and equitably distribute 
voting rights among security holders. 

The SEC plans to step up the temper of its 
program of reshuffling and regrouping the 
nation’s utility systems, instituting additional 
cases, and expediting hearings and the prepa- 
ration of reports in cases already under way. 

A new rule requiring some form of com- 
petitive bidding for the underwriting of new 
securities issued by registered public utility 
companies was also said to be certain of 
adoption by the SEC. This would be an al- 
ternative for or a supplement to the SEC’s 
present regulation which requires “arm’s-length 
bargaining” between utilities and investment 
bankers in the making of underwriting con- 
tracts. 

Three members of the SEC, constituting a 
majority sufficient to decide the issue, were 
understood to believe that requirements of the 
Public Utility Holding Compay Act can best 
be met by requiring utilities to call for sealed 
bids from underwriters or to “shop around” 
among underwriters to obtain the most favor- 


able terms on their issues. These three are 
Commissioners Edward Eicher, Sumner T. 
Pike, and Leon Henderson. 


Senate Probes Wire Tapping 


CHEDULED to probe alleged attempts to tap 
S telephones of Supreme Court justices in 
1938, when a TVA case was pending, a Sen- 
ate investigating committee instead opened 
hearings at Washington on November 18th 
by focusing its searchlight on Thomas E. 
Dewey, New York county prosecutor and Re- 
publican presidential aspirant. 

The course of the inquiry provoked a pro- 
test from a Republican member of the com- 
mittee, Senator Gurney, of South Dakota. Just 
as the day’s hearing ended the South Dakotan 
said “the information from all the witnesses 
seems to lead back to Mr. Dewey,” and he 
wanted to know whether the New York prose- 
cutor had been warned he was to be under 
investigation “by proxy.” Senator Gurney in- 
sisted that Dewey be notified so that he might 
be represented at subsequent hearings. The 
committee’s chairman, Senator Stewart, Demo- 
crat of Tennessee, acceded to the request. 

The day’s testimony had almost nothing to 
do with the alleged tapping of Supreme Court 
telephones, but laid an inferential groundwork 
for what committee attachés promised would 
be a further exploration of that field. The 
testimony was filled with references to what 
one witness called “big names.” 


2 
Alabama 


New Election Expected 


XPRESSING the belief that the proposition 
4 was “not properly understood” by a ma- 
jority of those balloting in the general elec- 
tion, Probate Judge P. C. Black said recently 
that the question of Geneva county erecting 
a $3,000,000 hydroelectric plant, defeated on 
November 5th, would be submitted “again 
before long.” 

The first unofficial figures had indicated 


that the measure had passed by 54 votes, but 
the count in the Fadette box was found to 
have been reversed. A canvass of official re- 
turns showed the proposal defeated by 139 
votes. 

According to Judge Black, the county pro- 
poses to finance the development, including 
a dam across the Choctawatchee river, through 
a Reconstruction Finance Cerporation loan 
with other revenues and the plant itself pledged 
for repayment. 


Arkansas 


Miners Sign REA Contract 


A THREAT by the Rural Electrification Ad- 
‘A ministration to halt construction on a 110- 
mile rural electric line into the cinnabar area 
in Pike, Howard, and Clark counties was re- 
moved on November 14th when six of the 
operators signed contracts for electric power. 
The last remaining obstacle to the completion 
of the line, which operators said would hasten 
the development of the field, was overcome 
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at a conference between members of the 
Arkansas Quicksilver Producers Association 
and the state utilities commission at Murfrees- 
boro. 

R. J. Bemish of Washington, national de- 
fense consultant for the REA, had said that 
construction would be stopped unless the con- 
tracts were signed by 4 p. m. on November 
14th. He subsequently announced the project 
would be rushed to completion. 

Operators objected to certain features of 
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the contract. They signed after Chairman 
Thomas Fitzhugh of the commission assured 
them that the writing of a new contract to 
clarify the disputed points would be recom- 
mended to REA by the state commission. 

The contract establishes a demand billing 
of $1.50 a month per kilowatt, plus energy 
charges of 2.5 cents per kilowatt hour for the 
first 50 kilowatt hours, 1.2 cents for the next 
100 kilowatt hours, and eight-tenth cent for 
all other power. The Southwest Arkansas 
Cooperative Corporation, which will serve 
the line, will buy power wholesale from the 
Arkansas Power & Light Company at 8.5 mills 
per kilowatt hour. 

Operators objected to a clause in the con- 
tract requiring them to pay a demand charge 
for each meter. Some of them said all meters 
would not be used at all time. The REA 
agreed to waive the demand billing on meters 
not in use. 

Mr. Fitzhugh said the rate “compares favor- 
ably with the rate offered by private companies 
to coal and bauxite mines,” adding that it is 
as low as the codperative can offer. 


Tax Assessment Protested 


HE Arkansas Corporation Commission 

recently denied the Arkansas Louisiana 
Gas Company’s petition for a reduction of its 
1940 assessment of $6,598,500 on its Arkansas 
properties. Commission Chairman John H. 
Page signed an order on November 14th mak- 
ing the assessment final. The company had 
asked that the valuation on which taxes would 
be paid in 1941 be reduced to $5,389,529, 

The commission said the company based its 
contention on the settlement of its recent rate 
case with the state utilities commission and 
on a permit issued by the latter agency to the 
Louisiana-Nevada Transit Company to com- 
pete for business in southwest Arkansas. 

The Arkansas Louisiana Company said it 
suffered a net loss of $250,000 annual revenue 
when the Louisiana- Nevada Company was per- 
mitted to serve two major industrial consum- 
ers, the Ideal Cement Company of Okay and 
the Hope Brick Works, which “necessitated 
substantial reductions in industrial rates to 
other large customers.” 


California 


New Hetchy Program 


HE city of San Francisco’s “revised Plan 

E” for the distribution of Hetch Hetchy 
power by municipally owned facilities, for 
which approval of Secretary of the Interior 
Ickes was sought, contained 16 clauses. 

The first provided that during the life of 
the agreement all electric power required by 
San Francisco consumers is to be supplied by 
the city, except to consumers on Treasure Is- 
land and the Bay Bridge and the railroads 
thereon. The excepted consumers are to be 
served by the Pacific Gas and Electric Com- 
pany at rates fixed by the state railroad com- 
mission. 

Excepted from the agreement also was the 
PG&E’s Potrero gas plant and such facilities 
as may be required to serve consumers outside 
the city. The company is to operate and main- 
tain the facilities, with the city pledging itself 
to retain company employees, and to pay an 
annual sum for use of the facilities and a 
monthly accounting at agreed rates for power 
used. 

The city will also pay the company an 
amount equal to the company’s expenses 
involved in the ownership, maintenance, and 


operation of the electric power distribution 
system. Such payments will be in excess of 
taxes assessed. 

The contract is to run for ten years, with 
all agreements between the city and consumers 
to be assigned to the company, on termination 
of the agreement. Six months’ notice must 
be given before termination. 

Financial arrangements with the Pacific Gas 
and Electric Company for a lease of Hetch 
Hetchy power distribution facilities would not 
be concluded until Secretary of the Interior 
Ickes decided on the legality of the lease. This 
statement was made by Mayor Rossi, who an- 
nounced he was prepared to head a delega- 
tion of city officials to Washington if a meet- 
ing with Ickes could be arranged. 

The mayor said that if the agreement did 
not meet wtih the terms of the Raker Act, 
the delegation would discuss with the Secre- 
tary of ‘Interior a date upon which to hold a 
special election for submission to the people 
of a proposal to buy “our own distributing 
system.” 

Financial figures submitted by the PG&E, 
the mayor stated, showed the financial return 
to the city under a lease agreement would be 
approximately $2,500,000. 


Illinois 


Commission Chairman Named 


oo John Stelle on November 6th ap- 
pointed Roy D. Keehn chairman of the 
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state commerce commission. Keehn, who is 


sixty-three years of age, was born in Ligonier, 
Indiana. ; see 
The chairmanship of the state commission 
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1s the biggest plum which ordinarily is in the 
governor's power to bestow. The post was 
occupied by United States Senator James M. 
Slattery, who left it to occupy the vacancy 
caused by the death of Senator Lewis. 

Although the job pays only $6,000 a year, 
it provides wide authority over all public utili- 
ties—transportation, gas, electricity, and tele- 
phone. Commission members are barred from 
having other employment, but their duties are 
not necessarily heavy. 


Offers New Contract 


HE Illinois-lowa Power Company offered 
the Belleville city council last month a 
16 per cent reduction in the cost of electric 


power to the city in exchange for a new 10-year 
contract. The present contract has six years 
to run. 

There have been frequent efforts to obtain 
municipal ownership in Belleville. Two previ- 
ous city administrations, some labor groups, 
and several neighborhood associations have 
sought it. 

Allan T. Early, district manager of the 
utility, said it would be possible to operate 
the new municipal sewage disposal plant with- 
out additional cost to the city if the proposed 
rate reduction is accepted. The plant will use 
25,000 kilowatt hours a month. Under the 
proposed reductions, there would be a saving 
of $4,800. a year in street and city building 
light costs, Early said. 


Kentucky 


Plan New Steam Plant 


HE Kentucky Utilities Company plans to 

build a large steam-electric generating 
plant on the Kentucky river near Tyrone, with 
initial capacity of 25,000 kilowatts costing 
about $3,000,000, Robert M. Watt, company 
president, said recently. 

The proposed plant would be linked with the 
company’s eastern power transmission system, 
including steam-electric stations at Lexington, 
Pineville, Maysville, and Pocket, Virginia, and 
Dix dam hydroelectric station. This system 


is connected with the Louisville Gas & Electric 
Company plants in Louisville, and through 
them with plants in Ohio and Indiana. 

The station thus will help to supply towns 
between Carrollton and Maysville on the 
north, Glasgow on the west, and Norton, Vir- 
ginia, on the east. 

Options have been taken on 277 acres of 
land a few hundred yards downstream from 
the Tyrone bridge as a site for the plant. The 
Kentucky river site was selected because a sta- 
tion of this size requires as much water for 
operation as a city of some 40,000 population. 


Maryland 


Line Extension Authorized 


HE state public service commission on 

November 15th authorized the Southern 
Maryland Tri-County Cooperative Association 
to extend its electric power lines 55 miles and 
borrow $84,000 from the Federal government 
to finance the work. 

An order approving the codperative’s pro- 
posal was issued shortly after a hearing on the 
plan, which involved extensions in Prince 
George’s, Charles, and St. Mary’s counties, 
and various changes, improvements, and addi- 
tions in the service. 

The commission warned the association, 
however, that it “shall not in any way inter- 


fere with the service of the Maryland Light 
& Power Company at points where its lines 
cross, parallel, or come in close proximity to 
the existing lines of the Maryland Light & 
Power Company or such lines as shall here- 
after be erected by that company.” 

In addition, the order enjoined the associa- 
tion from serving any customers now being 
supplied by the Maryland Light & Power 
Company. The line extensions must be com- 
pleted within six months. 

The loan of $84,000, from the Rural Electri- 
fication Administration, is to be financed by 
promissory notes, secured by a mortgage or 
deed of trust on the codperative’s lines, gen- 
erating plant, and other facilities. 


Minnesota 


Utilities Board Proposed 


(Canin of a state public utilities commis- 
sion will be proposed to the next state 
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legislature by two southeastern Minnesota 
lawmakers, J. L. Newman, secretary of the 
Stockton Electrical Light and Power Consum- 
ers’ Committee, announced recently. 
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He said Senator Michael Galvin and Repre- 
sentative George W. Kiefer of Lewiston will 
sponsor a bill to “protect” unincorporated com- 
munities either through a special public utili- 
ties commission or through extension of state 
railroad and warehouse commission powers. 

Galvin said Minnesota “is only one of a few 
states in the United States which have no 
public utilities commission. The need for a 
body of that kind or for the expansion of the 
present duties of the Minnesota Railroad and 
Warehouse Commission is obvious and im- 
perative. Under existent conditions in this 
state the unincorporated community is virtual- 


ly powerless in its negotiations with any pub. 
lic utility corporation.” 

Leaders in unincorporated communities 
throughout Minnesota soon would be urged 
by the Stockton group and others to organize 
a statewide movement for a public utilities 
commission or its equivalent, it was said. 

The lawmakers stated that the demand for 
a state body of that kind is the direct result 
of the efforts of the Stockton consumers for 
a reduction of rates by the Interstate Power 
Company, which serves about 300,000 patrons 
in Minnesota, North Dakota, South Dakota, 
Iowa, Wisconsin, Nebraska, and Illinois. 


Nebraska 


Probe of Expenditures Voted 


trREcTors of the Central Nebraska Public 
Power and Irrigation District voted on 
November 15th to have all expenditures by 
members of the board, the general manager, 
and the secretary of the district examined 
and audited in the same manner in which 
expenditures of Dr. D. W. Kingsley, former 
president, were examined. 
The board adopted unanimously a series of 
resolutions calling for the audits, after a 


heated discussion of what should go into the 
motions. 

An auditor’s report of expenditures made by 
Dr. Kingsley was approved, seven members 
voting for, four against, and one not voting, 

The meeting was called at the request of 
G. E. Johnson, general manager and chief 
engineer, to act upon the audit of the former 
president’s expenditures. This would be filed 
with Public Works Administration authori- 
ties, in order that WPA officials can consider 
a grant the district is seeking. 


New York 


May Produce Subway Power 


Mx LaGuardia sent to the Board of 
Transportation for study last month, 
a proposed program for modernizing and ex- 
panding New York city’s power plants so that 
they may provide all the electric energy need- 
ed to operate all three divisions of the New 
York City Transit System. 

The program, based upon a survey and 
report made by the J. G. White Engineering 
Corporation by authority of the Board of 
Estimate, submits alternative plans for con- 
sideration. The first, to cost $10,866,000 over 
a period of from three to five years, involves 
merely the modernization of existing equip- 
ment in two power plants acquired from the 
Interborough Rapid Transit Company under 
unification. The second proposal involves not 
only modernization of that equipment but also 
a substantial increase in the capacity of both 
plants. The second proposal would cost $50,- 
000,000, to be expended over an 11-year period. 


St. Lawrence Plan Attacked 


genera Roosevelt’s proposed St. Law- 
Tence electric power project would be 
“highly vulnerable, uneconomical, and unneces- 
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sary as a part of the present or any clearly 
foreseen national defense program,” according 
to a report made public on November 17th by 
three committees of the Merchants Association 
of New York through John Lowry, president. 

President Roosevelt announced on October 
17th that $1,000,000 had been allocated 
from the special defense fund for preliminary 
work on the St. Lawrence program. The 
Merchants Association’s report recommended 
that any part of that sum not already en- 
cumbered by contracts be returned to the 
Treasury and that no more money be spent 
on it without previous specific approval by 
Congress. The report was signed by Alfred 
V. S. Olcott, chairman of the committee on 
inland waterways and water power; F. W. 
Doolittle, chairman of the committee on public 
utilities and law; and W. G. Patton, chair- 
man of the commit‘ee on transportation. In 
reply to the President, the report asserted in 
part: 

“Modern steam plants can produce electric 
power at lower cost than the proposed St. 
Lawrence project hydroelectric plants and 
such steam plants can be constructed in a 
much shorter time than the St. Lawrence 
project. : 

“A survey of power capacity to meet nation- 
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al needs made in 1938 showed that there was 
ample available productive capacity to meet 
any national emergency then in sight. This sur- 
vey has been kept up to date and the latest 
available information indicates that in August 
of this year, for the country as a whole, the 
gross excess capacity of installed generating 
plants exceeded the sum of the peak demands 
by 11,130,000 kilowatts, or 46 per cent.... 

“The peak of demand for electric power in 
connection with the execution of the defense 
program authorized by the Congress during 
the present year will certainly be passed long 
before 1945. It is difficult, therefore, to under- 
stand how the allocation of $1,000,000 from 
a fund placed at the disposal of the executive 
department to expedite the production of 
equipment and supplies for the Army for 
emergency national defense purposes can be 
justified. 

“Construction of the St. Lawrence project 


would mean the diversion of large amounts of 
money, labor, material, and equipment, which 
could better be used on projects directly and 
immediately contributing to the execution of 
the defense program. . ™ 


Signs Labor Contract 


LABOR contract, praised by the union as 
A the best ever negotiated with a public 
utiiity organization and welcomed by the em- 
ployer group as a stabilizing force in its labor 
relations, was signed last month between the 
Consolidated Edison system and the Brother- 
hood of Consolidated Edison Employees. 

The seven companies comprising the Edison 
system, in identical agreements, granted the 
brotherhood local in each company conces- 
sions ranging from pay increases to 12,000 
workers to establishment of elaborate machin- 
ery to settle disputes. 


y 
Ohio 


Gas Rate Issue Defeated 


bh city and Ohio Fuel Gas Company were 
reported set to renew their litigation over 
the present gas rate after Columbus voters 
overwhelmingly rejected the compromise gas 
rate ordinance last month. With all precincts 
reporting, the vote was 48,336 for the ordi- 
nance, and 85,273 against it. 

As a result of the electorate’s decision, City 
Attorney John L. Davies was ready to continue 
litigation on two fronts: In Federal court 
seeking to obtain for consumers impounded 
money totaling nearly $2,000,000, and in the 


Ohio Supreme Court regarding the present 
average gas rate of 56.22 cents per thousand 
cubic feet. 

After mon‘hs of negotiation between the 
gas company and council, an agreement on a 
compromise rate was reached. The proposal, 
which included a refund of $1,500,000 to con- 
sumers, was for an average of 56.22 cents per 
thousand cubic feet for the first two years 
and 61 cents on the average for the last two 
years. A provision of the ordinance was that 
all present litigation would end and the com- 
pany would refund approximately three- 
fourths of the impounded money. 


- 
Oklahoma 


cluded and Bond estimated an annual saving 
of $100,000 to customers of the company. He 
said the reduction was agreed to after investi- 


Rate Cut Announced 


REDUCTION in electric rates of the South- 
Aus Light & Power Company, serv- 
ing 81 cities and towns in the southwestern 
part of the state, will be ordered by the state 
corporation commission, effective January lst, 
Reford Bond, chairman, announced last 
month, 

Residential and commercial rates were in- 


gations. Details of the new schedule were 
being worked out by the commission’s staff 
and engineers of the company. 

Bond also announced a reduction of $1,660 
or 6.8 per cent annually in electric rates for 
customers of the Oklahoma Power & Water 
Company at Sand Springs. 


Oregon 


PUD Results 


Pose utility districts were defeated in 
Clackamas, Washington, Marion, Lane, 
Coos, and Polk counties in the recent elections. 


The organization of districts was approved in 
Union county, Central Oregon (Deschutes 
and Jefferson counties favoring, Crook county 
voting itself out), Central Lincoln, Clatskanie 
county, and proposed Columbia River PUD. 
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Three bond issues, proposed to buy or 
build facilities for existing PUD’s, carried 
comfortably. These were Tillamook, $750,000; 
Wickiup, in Clatsop county, $80,000; and The 
Dalles and north Wasco, $475,000. A fourth 
bond issue, of $210,000 proposed by the Neha- 
lem basin PUD, showed a favorable 2-to-1 
trend in meager reports. 


The Citizens’ Revenue Bond Committee 
of Tillamook, sponsors of the $750,000 PUD 
bond measure, will be continued as a perma. 
nent organization as a liaison body with PUD 
organizations, it was decided at a meeting of 
the group on November 9th. The bond com. 
mittee voted to change its name to the PUD 
Boosters’ Club. 


South Carolina 


Santee-Cooper Refinancing 


wo matters held to be vital to the Santee- 
Cooper power project, now under con- 
struction, were up at conferences in the East 
last month. At Washington, it was revealed, 
the possibility of refinancing the project, to 
assure a situation under which it could charge 
the lowest electric rates, was being taken up 
with the Reconstruction Finance Corporation. 
In New York, conferences on the prospec- 
tive purchase by Santee-Cooper of large 
privately owned utility properties in the state 
were going on, being another phase of the ex- 
tended negotiations in this connection. 
Senator James F. Byrnes, it was said, was 
directing the discussions in Washington look- 
ing to a refinancing of Santee-Cooper. It was 
also learned that Senator Byrnes had con- 


ferred with Edward R. Stettinius, of the 
national defense commission, in connection 
with having the project designated as a na- 
tional defense development. Santee-Cooper’s 
sponsors have for some time been seeking 
such a status for the project, believing that 
this would result in an acceleration of the con- 
struction pace. 

Acquisition of land for the multimillion dol- 
lar project is now at least 90 per cent complete. 
A report filed on November 15th with Kenneth 
Markwell, Public Works Administration proj- 
ect engineer, by the land acquisition department 
of the South Carolina Public Service Au- 
thority, owners of the project, revealed that 
right of entry already had been gained on ap- 
proximately 170,000 acres of land. A total of 
almost 195,000 acres of land is necessary for 
the construction purposes of the project. 


Washington 


Election Results 


| erineger ste No. 139 was decisively defeated in 
the election last month. This would have 
made public utility district financing subject 
to approval by local voters. 

However, in the same election voters in King 
coun‘y, which surrounds the city of Seattle, 
defeated by a narrow margin a proposition to 
create a public utility district. Similar proposi- 
tions were also defeated at Spokane and in 


Walla Walla, Columbia, Adams, Yakima, and 
Island counties. Utility districts were approved 
in Kitsap, Jefferson, and Clallam counties. 

In the gubernatorial election, Republican 
candidate Arthur D. Langlie led by a small mar- 
gin the Democratic candidate, former United 
States Senator Clarence C. Dill, a vigorous 
public ownership promoter. Joseph P. Adams, 
Dill’s King county campaign manager, said Dill 
would not consider the election settled until the 
official canvass of the vote is made. 


Wisconsin 


Contributes to Tax Fund 


ADISON will receive $165,918.21 and Dane 
M county, $65,839.25, as their share of state 
property taxes paid by two public utilities own- 
ing property in the county, secretary of state’s 
office figures revealed recently. These utility 
taxes were due December Ist, C. A. Nickerson, 
state’s chief accountant, explained. 

The Madison Gas & Electric Company will 
pay taxes totaling $274,657.46, of which the city 
and surrounding communities will receive 
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$178,525.35, the state $41,198.62, and the county 
$65,931.44. Madison’s share is $164,067.25. 

The Wisconsin Power & Light Company, the 
largest utility serving the county, will pay the 
county $10,907.81, with Madison’s $1,850.96 
and Stoughton’ s $1, 706.90 leading the individual 
communities’ shares. 

The utility tax is apportioned, with 65 per 
cent of such taxes going to the various towns, 
cities, and villages; 20 per cent to the counties 
on the same basis; and the remaining 15 per 
cent to the state. 
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The Latest 
Utility Rulings 


Telephone Rate Investigation Terminated 
Because of War Conditions 


HE Minnesota commission ordered 

that an investigation of telephone 
rates in the Minneapolis metropolitan 
area be terminated upon acceptance by 
the company of rate revisions involving 
an annual reduction of $149,000 a year. 
The order was said to be in no way a bar 
to the commission later taking further 
appropriate action. Describing the con- 
ditions upon which this order was based, 
the commission said : 

It is apparent that operating conditions are 
now and for some time in the future will be 
uncertain, because of the repercussions of the 
wars in Europe, Africa, and Asia. If past ex- 
perience be any guide, the defense programs 
of the government will affect still further 
market and price levels. Increased Federal 
and state taxes are already here and are 
reflected in the record before us. It is now 
generally understood that under comparable 
conditions preceding the last World War, it 
was practically impossible to fix rates for 
any definite period. What the present un- 
settled condition may become under the full 
impact of the defense program cannot be 
foretold. 


It was not considered to be in the pub- 
lic interest to determine a valuation in an 
abnormal period of high prices. Since 
value must be determined as of the time 
of inquiry, the higher value fixed in such 
a period would become part of the rate 
base and continue indefinitely into the 
future. From the patrons’ viewpoint, it 


e 


was said, value should no more be ascer- 
tained upon the basis of an abnormal 
period of high prices than, from the 
utility’s viewpoint, upon panic, low-price 
periods. Rate base valuations should not 
be based upon sudden or abrupt rises or 
declines in prices. 

It was observed that the company was 
planning an expansion program of ap- 
proximately $2,000,000 during 1940 and 
1941. Before the present investigation 
and resultant hearings could be com- 
pleted and an order issued, a substantial 
part, if not all, of the expansion program 
would be completed and would have to 
be considered. 

Labor costs of the company had in- 
creased about 33 per cent, owing pri- 
marily to a reduction from a 6-day to a 
5-day work week for employees and to 
increases in wage levels. A state gross 
earnings tax had been raised from 4 per 
cent to 7 per cent, and the company had 
been subjected to the state income tax 
and to the moneys and credits tax. Re- 
cent enactments had increased Federal 
income tax rates. Re Northwestern Bell 
Telephone Co. (Minneapolis metropoli- 
tan area) M-2502. 

The commission followed a similar 
course in Re Northwestern Bell Tele- 
phone Co. (Duluth metropolitan area) 
M-2470. 


Public Interest Not a Sufficient Standard 
In Exercising Delegated Powers 


Bt court of common pleas of Dau- 
phin county (Pennsylvania) has re- 
versed its own opinion in 34 PUR(NS) 
98 and has held unconstitutional Public 
Utility Law, § 702, requiring commis- 
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sion approval of contracts between pub- 
lic utilities and affiliated interests. The 
court finds no standard fixed by the 
statute to guide the commission in its 
approval or disapproval of such con- 
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tracts. The court made this statement: 


It follows that the action of the commis- 
sion would be predicated upon a s‘andard 
fixed by itself. The right to fix a standard 
involves the right to change the standard. 
No matter how high the motives of the com- 
mission may be, it may not constitutionally 
be vested with the power to fix its own 
standards. That is the duty of the legislature 
which it may not delegate. It may delega‘e 
the duty to apply the standards to specific 
cases or to determine facts to which the 
standard applies. But it cannot delegate dis- 
cretion to establish a standard which shall 
be the basis for the approval or rejection of 
contracts. 


The court ruled that “public interest,” 
undefined, is not a proper, suitable, or 
legal standard. The act does not define 
public interest. The commission is free 
to reach its own conclusion as to the 
meaning of the term. One commiss‘on 
might reach one conclusion and a later 
commission a different one. Or the 
same commission could change its mind 
so that public interest would have a 
variable meaning, dependent upon the 
current thought of the commissioners. 


Standards for commission action need 
not necessarily be set forth in the same 
section which confers the power but may 
be gleaned from the whole act, said the 
court. If the legislative body has de- 
clared its policy and evidenced its in- 
tent, that is the criterion upon which 
the power may be exercised. The Utility 
Act, however, covers many diverse and 
unrelated subjects, and the court could 
not see how rates, discrimination, or 
adequacy of service were affected by 
the provisions of § 702. Discrimination 
and inadequacy might be remedied with- 
out recourse to this section, and rates are 
not affected by the contract between the 
affiliates. The section provides that the 
commission shall not be bound in fixing 
rates of any public utility to take into 
consideration an unreasonable payment 
made by such utility under any contract 
with an affiliated interest. This is so, 
even though the commission has itself 
approved the contract. The Bell Tele- 
phone Co. of Pennsylvania v. Driscoll 
et al. 


e 


Denial of Communication Service to Dealers in 
Racing News 


LORIDA, Maryland, and Ohio courts 

have followed other recent authori- 
ties in holding that a telephone or tele- 
graph company is not required to fur- 
nish service used for illegal purposes. 
[See Fogarty v. Southern Bell Teleph. & 
Teleg. Co. (U S Dist Ct 1940) 35 
PUR(NS) 296; Re Michigan Bell 
Teleph. Co. (Mich 1940) 34 PUR(NS) 
65; Plotnick v. Bell Teleph. Co. (Pa 
1940) 35 PUR(NS) 87.] 

An Ohio Court of Common Pleas dis- 
solved a temporary restraining order 
against discontinuance of telephone serv- 
ice where the evidence permitted the 
presumption that the user of the service 
was engaged in the illegal dissemination 
of race-track information. The evidence 
of the company did not show with defi- 
niteness that the racing information 
transmitted to the subscriber was sent to 
bookmaking establishments. Neverthe- 
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less the court said that in a hearing of 
this kind it was entitled to indulge in the 
presumption that subscribers are not 
paying $25 a week for information sole- 
ly for the purpose of learning the 
weights of jockeys and the names of 
horses and the betting odds “so as to 
store away such information in a mem- 
ory book.” 

While it was conceded that in Ohio 
pari mutuel betting and horse racing 
have been legalized, no law in that state 
has legalized bookmaking  establish- 
ments. Bets on horse races can be made 
and received only at race tracks and 
through pari mutuel machines. 

Regardless of any question of con- 
spiracy by the subscriber to aid and abet 
a gambling enterprise, the court was of 
the opinion that in an equity suit the 
subscriber must not only approach the 
court with clean hands, but must keep 
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his hands clean after he has come into 


court. : 
The opinion continues : 


It is significant to note in this case that 
many questions directed to the plaintiff in 
respect to the names and types of business 
of his subscribers went unanswered by him, 
claiming his constitutional right to refuse on 
the ground that it would tend to incriminate 
him. Should now the plaintiff be permitted 
to urge in a court of equity that there was no 
evidence as to who his subscribers are and 
what type of business they were engaged in 
when the plaintiff by his own conduct re- 
fused to divulge the same? We think that to 
sustain the plaintiff’s contention in that re- 
spect would be making a mockery out of 
courts of justice and would bring into dis- 
repute our entire system of judicial pro- 
cedure. 


The general rule was stated that a 
public utility should not be required to 
furnish its facilities and service to a 
party who apparently makes illegal use 
thereof or a use that tends to produce 
illegal results of the use. Cullen v. 
Ohio Bell Telephone Co. 

The supreme court of Florida stated 
that the law is well settled that the aid 
of a court of equity to prevent the discon- 
tinuance of telephone service which is 
being used to facilitate bookmaking in 
violation of law or in the promotion of 
any other gambling scheme or device 
will not be enforced. It was said that 


e 


this was a different question than that 
presented in Florida cases where the 
court had passed upon the power of a 
sheriff to seize telephone equipment and 
on the sufficiency of an indictment to 
charge an offense against the criminal 
law. 

As to the question of requiring the 
petitioner for an injunction to answer 
certain interrogatories bearing on the 
nature of his business, it was said that 
one cannot come into a court of equity 
seeking relief and then refuse to answer 
questions pertaining to the matter about 
which relief is sought. If a litigant re- 
fuses to answer, he forfeits his right to 
ask for relief in equity. Hagerty v. 
Southern Bell Telephone & Telegraph 
Co. 

A Baltimore city court sustained a 
public service commission order on the 
same basis where the Western Union 
Telegraph Company was involved. It 
was said that in its practical and legal 
effect a reversal of the decision of the 
commission would amount to a manda- 
tory injunction requiring the company 
to supply special service where the sub- 
scriber was engaged in the business of 
furnishing information with knowledge 
that the recipients of the information 
might use it for an illegal purpose. How- 
ard Sports Daily, Inc. v. Weller et al. 


Water Carrier Granted Certificate 


oo Pennsylvania commission, in 
authorizing a water carrier to 
furnish service between certain terminals 
in Pennsylvania, held that such authority 
should be granted when necessary. The 
adverse effect upon rail carriers of such 
approval was not considered controlling. 
The railroads serving the area affected 
had filed protests against the granting of 
the application. 

It was stated that generally a certifi- 
cate should not be granted to render one 
type of transportation if adequate and 
efficient facilities are presently available 
by means of another form of transporta- 
tion, unless the new service supplies a 


831 


mode of transportation preferred by 
shippers, because of a more desirable 
aspect of its service. 

The applicant had shown that it had a 
reasonable prospect of getting a portion 
of the shipments made by its affiliates 
and others. The fact that it might serve 
its affiliates does not reveal a public con- 
venience and necessity, the commission 
held, but there was presented evidence 
that other companies would use the ap- 
plicant’s facilities. 

With respect to this affiliation the com- 
mission said: 

The protestant rail carriers direct our at- 
tention to the relationship between the ap- 
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plicants and Pittsburgh Coke & Iron Com- 
pany, Hunter Steel Company, Hillman Coal 
& Coke Company, Hillman Transportation 
Company, and Pittsburgh Steel Company. J. 
H. Hillman, Jr., director of many coal and 
coke companies, is president and a director 
of Pittsburgh Coke & Iron Company and is 
president and a director of Hunter Steel 
Company, in which Pittsburgh Coke & Iron 
Company has a substantial interest. He is 
chairman of the board and a director of Hill- 
man Coal & Coke Company, and a director of 
Pittsburgh Steel Company. All of the in- 
corporators are substantially interested in 
certain companies mentioned as potential 
shippers of freight to be handled by the pro- 
posed transportation company. There is no 
evidence that such companies are not legal 
entities codperating with each other only to 
the degree commonly experienced in in- 
dustry. 

Even if for purpose of argument, protes- 


tants’ contention that the applicant company 
is a plant facility of Pittsburgh Coke & Iron 
Company and other companies in which 
J. H. Hillman and other incorporators are 
officers or have a stock interest, the law js 
clear that upon such facts, or even upon 
close relationship between an industry and a 
proposed carrier, common carrier status js 
not defeated. 


Finally, the commission held that in 
passing upon an application for such a 
certificate it must preserve the interests 
of the public, taking into consideration 
not only the interests of the particular 
shippers located at or near the terminals 
involved, but also the interests of the ex- 
isting carriers and of the public in gen- 
eral. Re Neville Transportation Co. (Ap- 
plication Docket No. 56887). 


7 


Street Railway Company Required to 
Remove Rails upon Abandonment 


7. superior court of Pennsylvania 
affirmed a supplemental order of 
the commission attaching conditions to 
its consent to abandonment of a street 
railway service so as to require removal 
of tracks, ties, and paving, and resurfac- 
ing between rails, where conditions of 
the roadbed were hazardous to public 
travel. 

In affirming the order, the court 
concluded that the commission may, in 
granting a certificate for abandonment 
of street railway service, attach reason- 
able conditions to its consent so long as 
they are proper under the company’s 
franchise or under contracts previously 
entered into with municipal authorities. 
The commission’s statutory power to im- 
pose such conditions is not limited to 
matters of service, the court said, but 
may extend to the safety of the public. 

A street railway company has a com- 
mon-law duty upon abandonment of its 
tracks and services to remove the tracks 
and restore the invaded highways, it was 
held. The court, in construing the 
statute relating to the subject matter, 
said: 

The plain import of the words “the com- 
mission, in granting such certificate, may im- 
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pose such conditions as it may deem to be 
just and reasonable” in §203 (a), 66 PS 
§ 1123 (a), is to give authority to the com- 
mission to impose conditions which will 
properly safeguard, under the particular 
circumstances, the public interest as to 
safety. The only limitation is that the con- 
ditions imposed must be just and reasonable. 
The public, whose safety is to be promoted 
in such a case, is not only that portion of the 
public which the utilities serve, but the gen- 
eral public which may come in contact with 
the facilities of the utilities. If we follow 
appellant’s contention that “public” means 
only those who use the services of the util- 
ity, the word “patrons” becomes superfluous 
and meaningless. No word of a statute is to 
be left meaningless unless no other construc- 
tion is possible. 


So, the court concluded, the commis- 
sion, when taking into consideration 
what conditions are to be imposed be- 
fore abandonment of street railway 
service will be allowed, can and should 
consider the safety of the traveling pub- 
lic who use the highways. 

In this case the court held that the 
evidence should support the imposition 
of the conditions and that their imposition 
was proper under the company’s fran- 
chise and contracts entered into with the 
municipality. West Penn Railways Co. 
v. Public Utility Commission. 


832 





H 
{® 
a proc 
pany 
fixing 
their | 
ice, | 
pursu: 
sion. 
to be: 
above 
phone 
tuted 
in ren 
regar' 
adequ 
Th 
comm 
as ag 
the c 
statin 


THE LATEST UTILITY RULINGS 


Telephone Company Required to Enforce 
Tariffs for Hotel Telephone Service 


HE New York Supreme Court de- 
T Sied in favor of the commission 
a proceeding against a telephone com- 
pany to enforce filed tariff schedules 
fixing the rates that hotels might charge 
their guests for public telephone serv- 
ice. The schedules had been filed in 
pursuance of an order of the commis- 
sion. The schedules allow surcharges 
to be made by the hotels to their guests 
above the common rates for public tele- 
phone service, and the hotels are consti- 
tuted agents of the telephone company 
in rendering this service. Certain hotels 
regarded the permitted surcharges in- 
adequate. 
The question was raised whether the 


ment of the commission, the public service 
would be promoted by requiring that service 
in this field should be sold only directly by 
the utility itself and not at all by subscribers, 
its power in this direction would be un- 
doubted. 

If it had no such power, the utility could, 
by wholesaling its service to private enter- 
prises, which were themselves beyond the 
pale of public regulation, effectively destroy 
a rate structure and a frame of regulation 
designed, in view of the legislature, to pro- 
mote equal public utility service in the com- 
munity as a whole. 

The power thus to prohibit implies the 
power to condition a permission. The hotels 
are allowed to sell a public utility service 
furnished by the telephone company. They 
are allowed to surcharge the users of that 
service. The service as thus sold remains a 
public utility service. 


commission could enforce such a tariff 
as against hotels. The court held that 
the commission had such jurisdiction, 
stating : 


In answer to a contention that the 
tariff was confiscatory as to the hotels, 
the court observed that confiscation is 
usually to be asserted only when service 

Whether public telephone service shall be must be given at the required rate. The 
sold at all by a business corporation or rates carried no compulsion to give serv- 
private individual is a question well within ice. The hotels might sell telephone 
the regulatory power of the commission to 
determine. (Public Service Law, Art. 5.) service or not as they choose. More- 
The sale of such service is closely integrated Over, the adequacy of the rate and the 
with the general public interest necessarily surcharge of the hotels might best be de- 
involved in the assumption of legislative con- termined ina proceeding before the com- 

mission. People ex rel. Public Service 


trol over the methods and rates of public 
utilities. It is, indeed, a rule of quite general oo 

Commission v. New York Telephone 
Co. et al. 


application that telephone service is not to 
be resold by the subscriber. If, in the judg- 


Subterfuge to Evade Jurisdiction of 
State Commission 


HE Pennsylvania commission held 

that the hauling of freight across a 
state line for reshipment back into the 
state constitutes a subterfuge to evade 
the state commission’s jurisdiction, 
where the carrier’s shortest and normal 
route between the terminals it serves lies 
entirely within the state. 

This ruling was made in a proceeding 
instituted by the commission to deter- 
mine whether or not a motor carrier was 
operating between points in Pennsyl- in a manner which casts suspicion upon the 
vania as an intrastate common carrier. bona fides of that operation. The respond- 
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It appeared that the company was haul- 
ing freight originating in Pittsburgh and 
destined to points in southwestern Penn- 
sylvania, across the state line into 
Wheeling, West Virginia, and then back 
to Washington, Uniontown, and other 
Pennsylvania points. The question of 
subterfuge was said to be one of fact. 
The commission said : 


The rates of respondents as to-their round- 
about out-of-the-state route are computed 
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ents base their rates upon the highway 
mileage actually traveled when transport- 
ing from points in Pennsylvania to points in 
West Virginia, but in determining their 
rates between points in Pennsylvania when 
the out-of-the-state route is traveled, the 
respondents base their rates upon the direct 
highway mileage and not upon the mileage 
actually traveled. 


In explanation of the disparity be- 
tween the rates, the company attempted 
to justify its rates on the theory that the 
rates charged under the tariff filed with 
the Interstate Commerce Commission 
are based upon a mileage guide. The 
commission said, however, that this 


e 


Other Important Rulings 


HE Maine commission held that a 

water company which had rendered 
service to certain properties for several 
years was estopped to claim that, by rea- 
son of the lack of charter authority, it had 
no duty to continue such service. Re 
Mars Hill & Blaine Water Co. (U 1615). 


The Pennsylvania commission reaf- 
firmed the principle enunciated in previ- 
ous decisions that meter tampering re- 
sults in discrimination against consum- 
ers whose meters are operated without 
interference, and that a public utility is 
justified in discontinuance of service, 
or other action under its tariff, to pre- 
vent such discrimination where evidence 
of tampering is established. Spisak v. 
Duquesne Light Co. (Complaint Docket 
No. 13378). 


The Pennsylvania commission, in de- 
nying an application for a permit as a 
contract carrier under the “grandfather” 
clause of the statute, held that in order 
for a carrier to comply with the provi- 
sions of the act he must not only prove 
operation prior to the effective date of 
the act, but also that he has in fact been 
rendering service as a bona fide contract 
carrier by motor vehicle prior to that 


mileage guide is determined by the dj. 
rect highway distance between any two 
given points. The use of the direct high. 
way mileage as a basis for determining 
rates was said to be obviously improper 
when the route does not cover the di. 
rect highway distance but covers one 
more than twice as long. The commis. 
sion was convinced that the company 
had utilized the tariff filed with the In- 
terstate Commission so as to give a sem- 
blance of regularity to the method of 
operation. Public Utility Commission v, 
H. D. Ryan et al. (Complaint Docket 
No. 12723). 


time and has rendered such service since 
that date. Re Miller (A pplication Docket 
No. 47436, Complaint Docket No. 
12806). 


The Colorado commission held that 
after revoking a certificate of public 
convenience and necessity it had no ju- 
risdiction over a carrier, since the statute 
gives the commission jurisdiction over 
operating utilities only. Accordingly, 
the commission dismissed a complaint 
seeking a determination as to the car- 
rier’s previous charges. Re Borden 
(Decision No. 16064, Application No. 
4746). 


The Pennsylvania commission denied 
operating authority to a motor carrier 
upon a finding that the applicant had 
knowingly violated the law and had 
operated in disregard of the commis- 
sion’s jurisdiction. It was determined 
that he was not a fit and proper person 
to be entrusted with a certificate and 
that approval of his application was 
not necessary or proper for the service, 
accommodation, and convenience of 
the public. Re Tiedeman (Application 
Docket No. 26362, Complaint Docket 
Nos, 12550, 12559, 12561). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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Rates—burden of increase, 257; cost of serv- 
ice, 282; demand charge, 282; electricity, 
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RE SOUTH BAY CONSOLIDATED WATER CO., INC. 


NEW YORK DEPARTMENT OF PUBLIC SERVICE, STATE DIVISION, 
PUBLIC SERVICE COMMISSION 


Re South Bay Consolidated Water 


Company, Incorporated 


[Case No. 9986.] 


Rates, § 248 — Suspension of increases — Cost of proceeding. 
1. The cost of rate proceedings in relation to revenues should be considered 
by the Commission in acting upon a suspension of proposed schedules in- 
volving an increase in revenue, p. 257. 

Payment, § 20 — Quarterly or annual basis. 
2. A change from an annual basis to a quarterly basis of water rates is 
desirable, p. 258. 

Rates, § 605 — Burden of increase — Flat and meter customers. 
3. Both flat rate consumers and metered consumers were required to bear 
a proportion of an increase in water rates, p. 258. 

Rates, § 186 — increase — Proof. 


4. A water company should be permitted to file proper schedules to increase 
revenues which will not give the company an unreasonable return, although 
the company has not produced such proof as would fully satisfy the Com- 
mission, p. 258. 


Rates, § 211 — Fixing by agreement. 


Statement that rates for any special class of service can best be fixed by 
agreement based upon experience and a general knowledge of cost and 
conditions, p. 258. 


[October 9, 1940.] 


| peenne-sty on motion of Commission as to certain revisions 

to tariffs filed by a water utility; utility permitted to cancel 

suspended rate increases and to file new schedules recommended 
by Commission. 


> 


By the ComMISSION : since the proposed schedules which in- 

[1] Regulation, in its search for volve an increase of less than $2,000 
justice and nondiscrimination between in revenue were suspended by the Com- 
all classes of a company’s customers, mission. 
must avoid strangulation of the com- It is a difficult task to ascertain the 
pany. The cost of these proceedings exact cost of servicing the various 
in relation to the revenues of the West classes of a utility. Allocations of 
Hampton plant should be considered. various items of expense must be made 
Fourteen months have already elapsed and these by their nature involve judg- 
(17) 257 35 PUR(NS) 
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ment of the proper percentage to be 
applied to the various items. As this 
judgment varies according to the de- 
termination of individuals there can be 
no exact rule. My position in this 
matter I have previously stated in my 
memorandum on the increase in gas 
rates in the city of Rochester (Case 
9733, February 2, 1940), 33 PUR 
(NS) 393. 

[2-4] I believe that rates for any 
special class of service can best be fixed 
by agreement based upon experience 
and a general knowledge of cost and 
conditions. This company has made 
a sincere effort, but has not produced 
such proof on the point at issue in 
figures as would fully satisfy the Com- 
mission, but upon any reasonable 
basis of valuation and considering 
revenues and expenses, it must be ad- 
mitted the company is not earning a 
reasonable return at the present rates. 
The new rates will be upon a quarter- 
ly basis and not upon an annual basis 
as at present and this change is de- 
sirable and is already in effect in vari- 
ous other plants of this company. The 
estimated amount of increase, $1,898 
yearly, if realized will not give the 
company an unreasonable return. 


However, I do not favor placing all 
the increase upon the metered consum- 
ers. The memorandum shows that 
the revenue, aside from that obtained 
from public sources which are based 
upon contracts, is divided roughly 
two-thirds from metered and one. 
third from flat rate consumers. It jg 
difficult to increase flat rate consumers 
as they can reduce the number of out. 
lets and so avoid any increase. On 
the other hand, metered consumers 
can, by economy, control their con- 
sumption. Both classes of consumers 
should bear their proportion of the 
increase. 


I believe the company should be in- 
formed that if it cancels the present 
filing and files new schedules with the 
increase divided as outlined above and 
properly distributed among classes of 
consumers, the new filing will be al- 
lowed to go into effect and these pro- 
ceedings closed. Subsequently, upon 
the completion of the continuing prop- 
erty record based upon original cost 
and the existing depreciation thereon, 
the Commission may, if it desires, 
again examine the rate structure and 
rates of this company. 





SECURITIES AND EXCHANGE COMMISSION 


Re Ebasco Services Incorporated 


[File Nos. 37-31, 37-44, Release No. 2255.] 


Expenses, § 49 — Accruals for indefinite pension plan — Cost of services to 


affiliates. 


1. Accruals by a subsidiary service company for a pension plan cannot 
be regarded as proper elements of cost which may be included in charges 
for services to associate companies, under § 13 of the Holding Company 


35 PUR(NS) 


258 





[nterc 


Interc' 


RE EBASCO SERVICES INCORPORATED 


Act, 15 USCA § 79 m, when no actual pension plan has been put into 
operation and no definite plan has been formulated or submitted to the 
Commission, p. 268. 


Intercorporate relations, § 19.92 — Subsidiary service company — Ownership of 
buildings. 

2. Ownership of a building to house a subsidiary service company does not 
of itself contravene the provisions of § 13 (b) of the Holding Company 
Act, but whether ownership of a building may be permitted depends upon 
the particular facts of each case; and such ownership may be permitted 
when it is stipulated that no loss incident to future disposal or write-down 
of the investment is to be included in the cost of rendering services to 
client-associate companies, p. 270. 


Intercorporate relations, § 19.92 — Subsidiary holding companies — Lease ar- 
rangements. 


3. Assumption of a lease by a subsidiary service company, seeking approval 
under § 13 of the Holding Company Act, may be permitted where the 
lease was entered into by the parent corporation prior to the passage of 
the Holding Company Act, where the subsidiary has enjoyed reasonable 
rentals under the lease, and where the lease does not involve a long-term 
obligation, although the Commission does not look with favor upon a lease 
arrangement under which the amount of rent is subject to the vicissitudes 
of the real estate market, p. 270. 


Intercorporate relations, § 19.92 — Subsidiary service company — Cost standard 
— Return on capital. 


4, Return on capital used by a subsidiary service company is permissible 
only if it is necessary capital; if a holding company could obtain a return 
‘on its idle funds by transferring them to a service company where they 
contribute nothing to the performance of services, the cost provision of 
ba (b) of the Holding Company Act would be rendered nugatory, p. 
274. 


Intercorporate relations, § 19.92 — Subsidiary service company — Necessary 
capital — Company management. 

5. The judgment of company management is not conclusive as to what con- 
stitutes necessary capital for a subsidiary service company under § 13 of 
the Holding Company Act, but that judgment must be examined in the 
light of available standards, and among the relevant factors are investments 
in assets necessary to the conduct of business, working capital in the light 
of average monthly expenses, normal lag between expenditures and re- 
covery thereof, prospective variations from the norms, and the experience 
of comparable organizations, p. 274. 


Intercorporate relations, § 19.92 — Subsidiary service company — Working 
capital. 
6. A ratio of 24 to 1 between working capital and average monthly ex- 
penses was held ample to assure a sufficient amount of working capital 
for a subsidiary service company, p. 274. 


Return, § 106.1 — Subsidiary service companies. 


7. A 4 per cent return rather than a return of 6 per cent was approved 
as reasonable compensation for the use of necessary capital by a subsidiary 
service company under § 13 of the Holding Company Act, p. 275. 
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Iniercorporate relations, § 19.92 — Subsidiary service company — Contract on 
cost basis — Indemnity fund. 
8. Advancement to a subsidiary service company of an indemnity fund 
by a foreign affiliate, pursuant to a contract on a cost basis containing an 
agreement by the foreign affiliate to indemnify the service company against 
claims, was held to be unnecessary and to be detrimental to the interests 
of investors in the foreign affiliate, p. 276. 


Intercorporate relations, § 13.1 — Interlocking relations — Subsidiary service 
company. 

9. The Commission must regulate or prohibit common personnel between 
a registered holding company and a service company if such interlocking 
relations operate to defeat the purposes of § 13 of the Holding Company 
Act, although the act does not deal specifically with that problem; the ex. 
press mention of interlocking relations in other parts of the statute and 
in other statutes cannot be construed as impliedly prohibiting the Com- 
mission from administering § 13 in the light of its purposes, p. 277. 


Intercorporate relations, § 19.9 — Subsidiary service company — Intrasystem 
servicing. 

10. Section 13 (a) of the Holding Company Act plainly evidences a con- 

gressional intent to prohibit intrasystem servicing by registered holding & 

companies, p. 277. 


Intercorporate relations, § 19.91 — Interlocking relationship — Subsidiary service 
company. 
11. Effective regulation pursuant to § 13(b) of the Holding Company 
Act is rendered impossible so long as interlocking officers and employees 
are paid by both the registered holding company and the subsidiary service 
company, p. 277. 


Intercorporate relations, § 19.91 — Subsidiary service company — Interlocking 
officers and employees. 
12. Objections to interlocking officers and employees of a registered hold- 
ing company and a subsidiary service company can be met by such officers 
and employees severing their relations with either company or by the hold- 
ing company undertaking to pay the entire compensation of the common 
officers and employees, the second alternative being a step toward insuring 
that the standards of § 13 of the Holding Company Act are met, p. 277. 


Intercorporate relations, § 19.9 — Subsidiary service company — Action on 
declaration. 

13. Issuance of a final order on a declaration for approval of a subsidiary 
service company, under § 13 of the Holding Company Act, was deferred 
in order to accord an opportunity to comply with provisions of the Com- 
mission’s opinion on disapproved features and to present evidence on the 
question of economy and efficiency, temporary exemption being granted 
in the meantime, p. 280. 


Intercorporate relations, § 19.9 — Subsidiary service company — Exemption — 
Foreign operations. 

14. Exemption of an international division of a subsidiary service com- 

pany from the standards of § 13(b) of the Holding Company Act should 

be granted upon a showing that such division performs service, sales, of 

construction contracts for associate companies which do not derive, directly 

or indirectly, any material part of their income from sources within the 
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United States and which are not public utility companies operating within 
the United States, subject to conditions appropriate in the public interest 
and for the protection of investors, p. 281. 


[August 21, 1940.] 
LB yrceagmmaos by subsidiary service company for finding that 
it 1s so organized and conducted as to meet the require- 
ments of § 13(b) of the Holding Company Act, and application 
for exemption of international division; rulings made on con- 
troverted issues, final order on approval deferred, and exemp- 
tion granted subject to conditions. 


AppEARANCES: Gordon B. Tweedy, 
alter Freedman, and Milton H. Co- 
wn, of the Public Utilities Division 
fthe Commission; Reid & Priest, by 
rank A. Reid, A. J. G. Priest, and 
. H. Powell, and Simpson, Thacher 
b Bartlett, by John F. MacLane, for 
basco Services Incorporated. 


By the Commission: Ebasco Serv- 
«s Incorporated (hereinafter some- 
imes referred to as ‘“Ebasco” or “de- 


farant” or “applicant”), a wholly 
bwned subsidiary of Electric Bond 
nd Share Company (hereinafter 
ometimes referred to as “Bond and 


Share”), a registered holding com- 
pany, has filed a declaration and 
amendments thereto on behalf of its 
United States Division (including the 
Design and Appraisal Division),* 
pursuant to Rule U-13-22 promul- 
gated under the Public Utility Hold- 
ing Company Act of 1935,* for a find- 
ing that it is so organized and con- 
ducted as to meet the requirements of 
§ 13 (b) of the act, 15 USCA § 79m 
(b), Ebasco Services Incorporated 
has also filed an application and 
amendments thereto on behalf of its 
International Division,* pursuant to 
Rule U-13-4 promulgated under the 





1The declaration was filed also on behalf 
f Ebasco’s then wholly owned subsidiary, 
Phoenix Engineering Corporation. Since the 
ling of the original declaration, the latter 
tompany has becn merged with declarant and 
s now called the Design and Appraisal Di- 
sion. See infra, 
*The relevant provisions of Rule U-13-22 
¢ as follows: 
“(b) A finding by the Commission that a 
bsidiary company of a registered holding 
ompany (other than a mutual service com- 
any) is so organized and conducted, or to 
¢ conducted, as to meet the requirements of 
13 (b) of the act with respect to reasonable 
ssurance of efficient and economical perform- 
ce of services or construction or sale of 
‘ods for the benefit of associate companies, 
t cost fairly and equitably allocated among 
em (or is permitted by rule U-13-31), will 
¢ made only pursuant to a declaration filed 
ith the Commission on form U-13-1, as 
pecifed in the instructions for that form, by 
company or the persons proposing to 
rganize it, 
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“(d) Within a reasonable time after the 
filing of a declaration with respect to the 
organization and conduct of business of a 
subsidiary service company, the Commission 
shall, after notice and opportunity for hear- 
ing, enter an order finding that the company’s 
organization and conduct of business meet 
the requirements of § 13 (b) of the act, or 
refusing so to find, or otherwise disposing of 
the declaration.” 

8A similar application under Rule U-13-4 
was filed concurrently by Ebasco International 
Corporation, whose outstanding capital stock 
is wholy owned by Ebasco. At the time, it 
was proposed that Ebasco International Cor- 
poration succeed to the business presently car- 
ried on by the International Division of 
Ebasco. For that purpose a declaration and 
applications on Forms U-6B7-1, U-10-1, and 
U-10-2 were filed contemporaneously, seeking 
our approval of the transfer by Ebasco to 
Ebasco International Corporation of all the 
property and net assets used by the Inter- 
national Division of the former in exchange 
for common stock of the latter. Thereafter, 
Ebasco proposed to transfer to Bond and 
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act,* for exemption from the stand- 
ards established by § 13 and the rules 
and regulations promulgated thereun- 
der relating to the performance of 
service, sales, and construction con- 
tracts for foreign associate compa- 
nies. 

Section 13 (b) of the act, supra, to 
which both the declaration and appli- 
cation are directed, provides: 

“After April 1, 1936, it shall be un- 
lawful for any subsidiary company 
of any registered holding company 

by use of the mails or any 
means or instrumentality of interstate 
commerce, or otherwise, to enter into 
or take any step in the performance 
of any service, sales, or construction 
contract by which such company un- 
dertakes to perform services or con- 
struction work for, or sell goods to, 
any associate company thereof except 
in accordance with such terms and 
conditions and subject to such limita- 
tions and prohibitions as the Commis- 
sion by rules and regulations or order 
shall prescribe as necessary or appro- 
priate in the public interest or for the 
protection of investors or consumers 
and to insure that such contracts are 
performed economically and efficient- 
ly for the benefit of such associate 
companies at cost fairly and equitably 


actions as the Commission by ru 
and regulations or order may cond; 
tionally or unconditionally exempt ; 
being necessary or appropriate in th 
public interest or for the protection o 
investors or consumers, if such trans 


’ 

ly or indirectly, any material part of it 
income from sources within the Unit 
ed States and which is not a publi 
utility company operating within th 
United States, or (2) involve specia 
or unusual circumstances or are not i 
the ordinary course of business,” 

The declaration and application wer 
consolidated for the purpose of hear 
ing, and after appropriate notice, pub 
lic hearings were held thereon. Ni 
member of the public nor any repre 
sentative of a public body requested 
opportunity to be heard. A trial ex 
aminer’s report was waived. Brief 
were submitted and oral argument wag 
presented to the Commission. 


The Factual Background 


From 1907 to 1935 Electric Bont 
and Share Company rendered service 
to the operating and holding compa 
nies in its system. As the number ¢ 





Share all the common stock of Ebasco In- 
ternational Corporation in exchange for a 
like par amount of the common stock of 
Ebasco, which stock was then to be canceled 
by Ebasco. We will at this time reserve 
jurisdiction with respect to these applications 
and declaration. 

4 Rule U-13-4 provides in part: 

“(a) Any subsidiary company of a regis- 
tered holding company, which subsidiary is or 
is about to become engaged in the perform- 
ance of any service, sales or construction con- 
tract for any associate company which does 
not derive, directly or indirectly, any material 
part of its income from sources within the 
United States and which is not a public utility 
company operating within the United States, 
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may make application ‘to. the Commission f0 
exemption, in whole or in part from th 
standards established by § 13 (b) of the ad 
and the rules and regulations promulgated 
thereunder, relating to the performance ¢ 
any service, sales, or construction contra 
for such associate companies. 


“(c) Upon filing such an application i 
good faith, the applicant shall be entitled 
a temporary exemption from all provisio 
of § 13 (b) of the act, and the rules 
regulations promulgated thereunder, | as ( 
which an exemption is sought, pending 2 
tion by the Commission upon the applic 
tion.” 


2 


at 
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yssociate companies increased, Bond 
snd Share established in New York a 
ersonnel whose services covered ev- 
ty ramification of public utility ac- 
wvities. Under service contracts en- 


panies, each client company paid a 


iat@#recular fee equal to a fixed percent- 


se of its gross revenues and a special 
ee for particular services. The com- 
“Mbined fees produced very substantial 
@profits for Bond and Share.® 

IM For the purpose of taking over the 
herformance of these service contracts, 
basco Services Incorporated was er- 
eanized in November, 1935,® under 
Bthe laws of New York with an author- 
zed capital of $2,600,000. All of 
Ebasco’s capital stock was subscribed 
for, and is now held by Bond and 
Share. As consideration for the capi- 
al stock, Bond and Share transferred 
0 Ebasco the following assets, repre- 
senting substantially all the assets pre- 
iously used by Bond and Share in 
onnection with its servicing activities : 


1,000 shares of capital stock of 
Two Rector Street Corporation 

1,850 shares of capital stock of 
Phoenix Engineering Corpora- 
tion 

10,000 shares of the capital stock 
of Emprezas Electricas Brasil- 
eiras, S. A. 

Loan agreement between Electric 
Bond and Share and Emprezas 
Electricas Brasileiras, S. A. 
(principal amount) 

Furniture, fixtures, and equipment 

Lease agreement with respect to 
the premises at No. 2 Rector 
Street 


185,000.00 


55,000.00 


368,923.42 
201,076.58 


No value 


7 $2,600,000.00 


Since that time services have been 
rendered by Ebasco*® to operating 
companies in the Bond and Share sys- 
tem in the United States ® and to for- 
eign subsidiaries of American & For- 
eign Power Company Inc. (hereinaft- 
er sometimes referred to as “Foreign 
Power”), ?° an associate company.” 
The principal offices of Ebasco have 
remained in New York, and its per- 
sonnel is virtually the same as that of 
the prior servicing division of Bond 
and Share. 

Phoenix Engineering Corporation 





'Summary Report of Federal Trade Com- 
mission on “Utility Corporations” (1935) 
Part 72-A, pp. 616-621. 

SThis occurred after passage of the Public 
Jtility Holding Company Act, but before its 
effective date. 

"The assets, with the exception of the fur- 
iture, fixtures and equipment, either were 
arried on Ebasco’s balance sheet at the same 
gure as they appeared on the baalnce sheet 
bf Bond and Share or were written down 
luring the course of the transfer from Bond 
pnd Share’s books to Ebasco’s. The furniture, 
xtures, and equipment account was carried 
at no value on Bond and Share’s books prior 
0 the transfer. 

‘Except for the amount of fees, the cur- 
ent service contracts are substantially the 
same as contracts previously in effect between 
Bond and Share and its serviced clients. 

*Service contracts between Bond and Share 
nd its subsidiary holding companies were 
Fanceled. These subholding companies and 
Bond and Share have acquired their own 
service personnel. 
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Services are not rendered to companies in 
the American Gas and Electric Company Sys- 
tem. Such companies receive services from 
American Gas and Electric Service Corpora- 
tion. Re American Gas & E. Service Corp. 
5 SEC ——, Holding Company Act Release 
No. 1528, May 15, 1939. American Gas and 
Electric Company has filed an application pur- 
suant to § 2 (a) (8) of the act, 15 USCA 
§ 79b (8), for an order declaring it not to 
be a subsidiary of Electric Bond and Share 
Company. The application is pending. 

10 Besides the Foreign Power group, Ebasco 
services a few other foreign companies. 

11 American & Foreign Power Company 
Inc. filed an application pursuant to §§ 3 (a) 
(5) and 3 (b), 15 USCA § 79c, for exemp- 
tion from the act as a holding company and 
as a subsidiary of Electric Bond and Share 
Company. The Commission ordered certain 
conditional and unconditional exemptions. Re 
American & Foreign Power Co. 5 SEC —, 
Holding Company Act Release No. 1847, De- 
cember 20, 1939. 
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(hereinafter sometimes referred to as 
“Phoenix” ), whose capital stock was 
acquired by Ebasco from Bond and 
Share, functioned as the engineering 
and construction division of Ebasco 
until October, 1939. On the latter 
date it was merged into Ebasco and its 
functions were taken over by the De- 
sign and Appraisal Division of Ebas- 
co.” 


Effective January 1, 1938, the oper- 
ations of Ebasco were segregated in- 
to the United States Division (includ- 
ing the Design and Appraisal Divi- 
sion), which renders services to client 
companies within the United States 
and the International Division, which 
renders services to subsidiaries of For- 
eign Power operating in thirteen for- 
eign countries."* The stated purpose 
of this segregation is to permit the ac- 
curate separation of the cost of ren- 
dering services to domestic and for- 


eign companies. Each division has its 
own personnel, furniture, equipment, 
and bank accounts and maintains its 


own set of books.™ As at August 1, 
1939, the United States Division (in- 
cluding Phoenix) employed 507 per- 


sons at a total annual salary of $} 
990,963 and the International Diya 
sion employed 160 persons at a tot 
annual salary of $697,653. For 

year ending July 31, 1939, the Un; 
ed States Division (including Pho 
nix) had a total income (pro forma 
of $3,355,169.57 as compared wi 
$1,646,234.85 for the Internation; 
Division. Ebasco contends that sinq 
April 1, 1938,* services to the dome 
tic client companies have been rendere 
by the United States Division at cos 


Organization of United States 
Division 

The United States Division of Ebas 
co is organized on both a regional an 
departmental basis. It is divided int 
the following fourteen departments 
administration, operating, accounting 
corporate, treasury, secretarial, sales 
engineering, rate, insurance, tay 
budget, statistical, and design and ap 
praisal division.” All the client co 
panies are segregated into five region 
al groups: Northwest, Southwe 
North Central, Southeast, and Gas. 

At the head of each regional gro 





12 Re Ebasco Services, 5 SEC —, Holding 
comer Act Release No. 1759, October 23, 
939, 


13 There are some thirty-three principal op- 
erating companies in the United States receiv- 
ing Ebasco services. 

4 Major engineering and construction work 
is performed for foreign associates by the 
Design and Appraisal Division of the United 
States Division, except that in Chile, con- 
struction services to client companies are ren- 
dered by Compania Constructora del Pacifico, 
and in Brazil, services are performed by 
Emprezas Electricas Brasileiras, S. A. The 
latter two companies are subsidiaries of Ebas- 
co, and for bookkeeping purposes are treated 
as if they were subsidiaries of the Interna- 
tional Division of Ebasco. 

15 While Ebasco is organized from an op- 
erating standpoint on a two-division basis, 
from an accounting standpoint four divisions 
are recognized, the two additional divisions 
being the General Division and the Design 
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and Appraisal Division. The General D 
vision, to which is assigned a capital om 
$50,000, maintains books designed to se 
as a control of the accounts of the corporatio 
as a whole. The Design and Appraisal D 
vision, while considered from an_ operatin 
standpoint to be a department of the Unite 
States Division, is a separate and distinct di 
vision from an accounting standpoint and 
its own books, personnel, office space, etc. 

16 The decision upholding the registratio 
requirements of the act was handed dow 
March 28, 1938. Electric Bond & Share Ca 
v. Securities and Exchange Commission, 
US 419, 82 L ed 936, 22 PUR(NS) 465, 
S Ct 678, 115 ALR 105. 

17In addition, Ebasco has under retaine 
the law firm of Reid & Priest, the servic 
of which are available to Ebasco’s clients 1 
connection with legal matters pertaining ! 
them. 

18 The activities of the Gas Group 2 
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an “operating sponsor” who super- 
ses the services rendered by Ebasco 
lp companies in that group, maintains 
onstant contact with the operating 
ompanies, and assists the vice presi- 
Bent in charge of operations in direct- 
g the general functioning of Ebas- 
», In addition, each regional group 
Mis engineering, sales, accounting, 
tatistical, rate, tax, and budget de- 
@artment sponsors as well as a law 
ponsor assigned to it by the law firm 
f Reid & Priest."® These depart- 
nent sponsors devote all their time 
matters pertaining to the client com- 
nies in their regional groups. The 
@erating and departmental sponsors 
pend part of their time in the field, 
nd are continuously “pooling infor- 
mation” obtained from the serviced 


ingmompanies, 


In charge of each department is a 
@epartment head.” A few of the 
epartments also have “department 
onsultants,”” whose functions differ 


jongtom those of the department sponsors 


m that they are concerned generally 
ith the services of the particular de- 
artment for all client companies 
ather than for any particular group 
f companies. 

The Design and Appraisal Division 
tovides special, unusual, or occasional 
esign, appraisal, and construction 
tvices on request. Its services differ 
Wom those of the Engineering Depart- 
ent of the United States Division in 
at the latter performs general engi- 
ering and purchasing services in con- 
ection with the day-to-day operating 
roblems of the utility business, while 
¢ former performs the major engi- 


neering and construction work re- 
quired only on occasion. 

In support of its declaration, Ebas- 
co sought to prove that its principal 
employees have acquired a detailed 
familiarity with the problems of the 
client companies and that it performs 
supervisory and technical services ef- 
ficiently and economically for the 
benefit of its serviced associate com- 
panies and at a saving to them over 
the cost of comparable services by 
outside companies or by their own 
personnel. 


Organization of International 
Division 

The International Division of Ebas- 
co is organized on a regional and de- 
partmental basis similar to that of the 
United States Division. The divi- 
sion is composed of the following de- 
partments: administration, operat- 
ing, accounting, engineering, sales, 
rate, general, tax, budget, and corpo- 
rate, statistical and secretarial, treas- 
ury, and insurance and safety. In 
addition, the services of the law firm 
of Reid & Priest and the Design and 
Appraisal Division are available to 
the client companies of the Interna- 
tional Division. Services of the De- 
sign and Appraisal Divison may be 
obtained under an arrangement where- 
by the International Division acting as 
intermediary, will request them and be 
billed therefor. The functions of the 
operating sponsors, and department 
heads and sponsors, of the Interna- 
tional Division are similar to those of 
persons holding equivalent positions in 
the United States Division. 





gely, though not exclusively, confined to 
t operations of the United Gas Corporation 
@ its subsidiaries, 
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19 The Corporate, Secretarial, Treasury, and 
Insurance Departments have no department 
sponsors. 
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In support of its application, Ebas- 
co offered evidence that its Interna- 
tional Division rendered services sole- 
ly to companies operating in foreign 
countries and that its serviced asso- 
ciates did not derive, directly or indi- 
rectly, any material part of their re- 
spective incomes from sources within 
the United States. It was also stat- 
ed that the International Division did 
not propose to render services to com- 
panies operating in the United States. 
Opinion testimony was offered to the 
effect that the International Divi- 
sion performed services efficiently and 
economically for the benefit of foreign 
associate companies at a cost less than 
that which they would have to pay for 
comparable services by outside com- 
petitors, if any, or by their own per- 
sonnel. 


Cost Allocation and Charges 
United States Division 


As required by § 13 (b) of the act, 
15 USCA § 79m (b), and Rule U- 
13-31 promulgated thereunder, the 
United States Division proposes to 
render services to associate companies 
at cost. This Division does not, and 
does not intend, to render services, at 
present, to nonassociate companies.*° 
The general principle pursuant to 
which cost will be allocated to asso- 
ciate companies is that all expense 
items will be charged direct® in so far 
as they can be identified and related 
to particular transactions, without ex- 
cessive effort or expense. Costs will 


be allocated on the following basis # 

All employees, other than execy. 
tives, department heads, sponsors, an¢ 
their respective assistants, and cleri. 
cal help, will keep daily time record 
as a basis for direct charges for time 
spent. Where an employee, other 
than executives, department heads 
sponsors, and their assistants, is en. 
gaged for a continuous period of on 
day or longer in work performed for 
a particular client, a proportionate 
part of the salary of the employee wil 
be charged directly to that client. 
Traveling and living expenses of mem- 
bers of Ebasco’s organization or of 
the firm of Reid & Priest when absent 
from New York, and other expenses 
incurred in connection with services 
for a particular client, will be charged 
directly to that client. The salaries o/ 
sponsors (other than operating spon- 
sors) and their assistants assigned to 
regional groups will be charged to each 
client within the original group in the 
ratio of the “operating revenues” o 
each client to the “operating reve- 
nues” of all clients within that te 
gional group. 

All other expenses, including th 
salaries of executives, department 
heads, operating sponsors, and othe 
employees, will be charged to: eac 
client on the basis of the ratio of the 
“operating revenues” of such client to 
the total “operating revenues” of a 
client associate companies. In com 


charges to be apportioned to each com 





20 Reservation has been made that the Unit- 
ed States Division may render services to 
nonassociate companies. In the event that 
such services are rendered, payroll costs of 
employees assigned thereto will be determined 
accurately, and a sufficient percentage added 
for overhead to assure at least recovery of 
costs incurred. 
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211t is estimated that roughly 50 per ces 
of the total expenses of Ebasco’s United States 
Division (including the Design and Apprais: 
Division) will be charged directly to the par 
ticular recipient of services. 

22A different method, discussed hereafter 
is to be adopted for the Design and Apprai 
Division. 
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pany, the operating revenues of the 
particular company (with the excep- 
tion referred to hereafter) will first 
be adjusted to eliminate intercompany 
items and then weighted on the fol- 
lowing basis : 

When such revenues are $1,000,000 per 


month or less 
For the next $1,000,000 of monthly reve- 


100% 
80% 


Operating revenues are thus weight- 
ed on the theory that it costs propor- 
tionately less to service a larger com- 
pany than a smaller company. The 
percentage graduations are purely a 
matter of judgment. 

Where a client company owns sub- 
sidiaries this method of apportioning 
indirect charges is modified to the ex- 
tent that charges for services rendered 
to both the parent company and to its 
subsidiaries will be billed to the par- 
ent alone and will be based on the con- 
solidated weighted operating revenues 
of the group, after eliminating inter- 
company transactions. The parent 
company will reallocate the charges on 
the basis of operating revenues of each 
company, after eliminating intercom- 


Bond and Share and its principal 
holding company subsidiaries (other 
than holding operating companies 
which are clients of Ebasco) have 
their own personnel and ordinarily 
tequire few, if any, services from 
Ebasco. If any services are rendered 
to these companies by any employee of 
the United States Division (other 


than those officers and employees who 
also receive compensation from Elec- 
tric Bond and Share Company), di- 
rect charges therefor will be made on 
the basis of the payroll cost of the time 
spent on such services plus an appro- 
priate additional charge for indirect 
or overhead costs. 


Design and Appraisal Division 


The Design and Appraisal Division 
will also render services at cost to 
associate companies. This division 
performs all services for clients un- 
der a special form of order and all 
construction services are performed 
under special contract. All employees 
of this division, except clerical, ac- 
counting, and administrative employ- 
ees, keep daily time records in hourly 
units, on the basis of which a direct 
salary charge for services rendered is 
made. Expenses such as traveling 
and living expenses of employees and 
telephone toll calls and other similar 
expenses, when incurred for a specific 
client, are billed at actual cost to that 
client. All other costs, including sala- 
ries of clerical, accounting, and ad- 
ministrative employees, that cannot be 
properly charged direct to work or- 
ders are treated as indirect expenses. 
These are distributed on the basis of 
the ratio of (a) the direct salary 
charges made in a particular month 
with respect to the work orders of a 
particular client to (b) the direct sal- 
ary charges made in such month with 
respect to all the active work orders. 
Services performed by the Design and 
Appraisal Division for the Interna- 
tional Division of Ebasco, or for Bond 





*%Ebasco has agreed that when it files its 
Annual Report on Form U-13-60, it will fur- 
nish to the Commission, in such reasonable 
detail as may be required, information disclos- 
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ing both the amounts and bases of distribution 
of all fees charged by the United States Di- 
vision for and in connection with services. 
rendered to subsidiaries of client companies. 
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and Share or any of its associate hold- 
ing companies, will be billed to them 
at cost on the same basis as the other 
client companies. 


International Division 


Previously, the Commission deter- 
mined that the requested exemption 
by the International Division from the 
“cost” standard of § 13 (b), supra 
could not be found “appropriate . . . 
for the protection of investors” in the 
outstanding securities of Foreign 
Power* unless Ebasco undertook to 
turn over to Foreign Power all prof- 
its over and above the “cost” of per- 
forming services for the foreign sub- 
sidiaries of Foreign Power. There- 
after a contract was drafted® under 
which Ebasco will pay to Foreign 
Power, or Foreign Power will reim- 
burse Ebasco for, as the case may be, 
the “difference” between (1) the op- 
erating expenses of the International 
Division, including all operating 
costs, taxes, reserve accruals, and a 
return of 6 per cent per annum on the 
$700,000 capital assigned to said di- 
vision, and (2) the compensation pay- 
able by the subsidiaries of Foreign 
Power. Such “difference” is to be 
determined quarterly beginning with 
the quarter ending February 29, 1940, 
and the amount thereof is to be paid 
within forty-five days after the end 
of the quarterly period. 


The issues between counsel to th 
Public Utilities Division and Ebago 
were limited to five matters in th 
briefs and at oral argument. We pro 
ceed to pass upon these five points, 


The Reserve for Contingencies 


[1] Since April 1, 1938, a “Re 
serve for Contingencies” has been ¢ 
tablished on the books of the Unite; 
States and Design and Appraisal Dj 
visions. Accruals are being made t( 
this account in the annual amount o 
$124,000,2”7 and such accruals have 
been charged as part of the “cost” o 
performing services. As of July 31 
1939, the total amount thus accumu 
lated was $182,333.33. It is proposed 
to continue making these accruals ; 
the future. 

The original declaration in this pro 
ceeding filed by Ebasco in May, 1938 
contained a statement to the effect that 
such accruals were being made, but 
gave no indication as to their purpose 
In an amendment filed on June 30 
1939, it was stated that the reserve 
were being accumulated to provide fo 
“employees’ welfare costs, employees 
separation costs and other costs inci 
dent to operation under regulations 0 
the Securities and Exchange Commis 
sion now effective or which may b¢ 
imposed by future rules and regula 
tions.” During the course of the hear- 
ing on the declaration, in September, 





24 Substantial amounts of Foreign Power 
securities are held by investors in the United 
States. Re American & Foreign Power Co. 
(1939) 5 SEC —, Holding Company Act 
Release No. 1847. 

25 This contract is to become effective as 
of December 1, 1939, but is not to be actually 
executed until disposition of this application 
for exemption. 

26Emprezas Electricas Brasileiras is a 
wholly owned subsidiary of Ebasco which 
performs service contracts for Foreign Power 
subsidiaries in Brazil. In performing these 
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contracts, Emprezas utilizes the services ol 
Ebasco. Under the proposed contract, any 
dividends paid by Emprezas to Ebasco out 
of earnings subsequent to the effective dat¢ 
of the contract are to be included in the 
computation of “compensation payable.” 

27 Accruals for the United States Division 
have been at the rate of $100,000 a year, 
accruals for Phoenix were $4,000 a month 
through November, 1938, $3,000 for the month 
of December, 1938, and $2,000 a month there- 
after. 
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1939, it was testified for the first time 
that the funds accumulated in the re- 
serve were to be specifically used for 
a pension fund, and a similar state- 
ment was made in an amendment to 
the declaration filed October 10, 1939. 
In the meantime, a stipulation was 
filed to the effect that no part of the 
existing reserves, or of future accruals 
thereto, would be transferred to sur- 
plus or otherwise made available for 
payment of dividends. 

No actual pension plan, however, 
has ever been put into operation.” 
And although the subject purported- 
ly has been considered from time to 
time by company officials, no definite 
plan has been formulated or submit- 
ted to this Commission. There is no 
indication as to the nature of the plan, 
the sums involved, the identity of the 
beneficiaries, or the methods of dis- 
tributing benefits among the com- 
pany’s officers and/or employees. 

A similar reserve denominated 
“General Reserve” is presently being 
accumulated ostensibly for the same 
purpose by the International Division 
at the annual rate of $60,000.” Ac- 
cruals subsequent to December 1, 
1939, the fate of introducing a cost 
basis for foreign services, are chal- 
lenged by counsel for the Public Utili- 
ties Division. We believe that the 
same factors which govern our con- 
sideration of the Reserve for Contin- 
gencies of the United States Division 
are applicable to the General Reserve 
of the International Division. 

In passing upon a declaration for 
approval under § 13 (b), supra, we 
must determine whether the declarant 
is So organized and its business so con- 


ducted, that services to associate com- 
panies will be performed “economi- 
cally and efficiently for the benefit of 
associate companies at cost, fairly and 
equitably allocated among such com- 
panies.” In discharging that func- 
tion we must carefully scrutinize 
every significant item of expense con- 
tributing to the “cost” which is passed 
on to associate companies, in order to 
determine whether such expenditure 
contributes to economical and efficient 
operation for the benefit of the asso- 
ciate companies. Obviously, such a 
determination cannot be made with 
respect to a pension plan which has 
not yet been formulated. According- 
ly, we cannot regard the accruals for 
the indefinite pension plan as proper 
elements of “cost” which may be in- 
cluded in charges for services to as- 
sociate companies. We believe that 
the reserves represent improper charg- 
es which should be refunded to the 
operating companies and Foreign 
Power and that further accruals to 
these reserves should cease. 

Declarant has urged, however, that 
we defer an order to this effect until 
it has submitted a definitive pension 
plan for our approval. Whether any 
pension plan for Ebasco’s employees 
would be a proper expense includable 
in the cost of servicing associate com- 
panies has not been argued before us 
in this proceeding, nor do we here 
determine it. Since, however, these 
reserves are already accumulated, and 
further delay of the disposition of 
these funds for a short time will not 
materially harm the operating compa- 
nies, their investors, or consumers, we 
shall accord declarant a period of six- 





*8 There are no pension plans in effect else- 
where in the Bond and Share system. 
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29 This reserve totaled about $95,000 as of 
July 31, 1939. 
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ty days in which to present for our 
approval a definite pension plan for 
its employees. If a plan is not sub- 
mitted within that period, or if a plan 
is submitted within that period and 
subsequently disapproved, Ebasco will 
be obliged to return these accruals to 
its client companies in equitable pro- 
portion to the amount paid in by them, 
and to forego further accruals. The 
accruals in question will date from 
April 1, 1938, for the United States 
and Design and Appraisal Divisions, 
and from December 1, 1939, for the 
International Division. 


Two Rector Street Corporation 


[2,3] For the alleged purpose of 
providing suitable space for its serv- 
icing activities, Bond and Share, in 
January, 1925, purchased the out- 
standing common and preferred stocks 
of Two Rector Street Corporation, a 
corporation owning an office building 


at 2 Rector street in New York city.* 
The total cost to Bond and Share of 
these securities, including costs of 
$57,754.80 said to have been incurred 
in connection therewith, was $2,457,- 


754.80. In June, 1925, the 5,000 
shares of preferred were redeemed at 
$110 per share, leaving $1,907,754.80 
as the cost of the common stock. In 
November, 1935, this common stock 
was transferred to Ebasco and record- 
ed on its books at a value of $790,000 
on the basis of an independent ap- 
praisal made at that time. The prop- 
erty of Two Rector Street Corpora- 
tion is subject to a mortgage in the 
face amount of $4,000,000 held by 


The Prudential Insurance Company 
of America, maturing April 1, 1945, 
and bearing interest at the rate of 5 
per cent per annum. The mortgage js 
being amortized at the rate of $80,000 
per year; as at June 30, 1939, the 
principal amounted to $3,330,000. 

In connection with its acquisition of 
the stock of Two Rector Street Cor- 
poration, Ebasco assumed a lease, pre- 
viously entered into by Bond and 
Share, under which Ebasco agrees to 
pay rent in an amount which, with 
rents received from other tenants, will 
give to Two Rector Street Corpora- 
tion $260,000 a year in excess of op- 
erating expenses, including taxes, but 
not including interest and amortiza- 
tion of mortgage principal. The pres- 
ent annual requirement for interest 
and amortization of principal is $246,- 
500, and this amount will decrease 
progressively as the principal amount 
is reduced by $80,000 per year. The 
lease expires April 1, 1946, and may 
not be modified or canceled without 
the consent in writing of the mort- 
gagee. 

The office building houses the prin- 
cipal offices of Ebasco, Bond and 
Share, and the major holding com- 
pany subsidiaries of Bond and Share. 
Of its total rentable area of 268,000 
square feet, Ebasco occupies about 
114,000, the holding companies about 
36,000, and outside tenants about 73,- 
000.** The associate companies™ pay 
rent at the rate of $3 per square 
foot. Outside tenants pay various 
rentals depending upon the desirabil- 
ity of the space occupied, the average 





801t also owns a small tract of land at 
943 Greenwich street, allegedlv bought to pro- 
tect the easement for light and air. 

81 The figures are as of April 30, 1939, ex- 
cept for the outside tenants. The latter figure 
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is as of September 29, 1939. 

32 A new lease is to be executed whereby 
the International Division wil pay rent at the 
rate of $3 per square foot. 
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being about $2 per square foot. The 
rental paid by Ebasco for the twelve 
months ended April 30, 1939, was ap- 
proximately $2.78 per square foot ; its 
annual rental has been less than $3 per 
square foot at all times since it as- 
sumed the lease in 1935. 

Counsel for the Public Utilities Di- 
vision contend that ownership of the 
capital stock of Two Rector Street 
Corporation and the leasing arrange- 
ment have put Ebasco into the real 
estate business, and that this is in- 
compatible with the efficient and eco- 
nomical performance of service con- 
tracts for the benefit of associate com- 
panies at cost within the meaning of 
§ 13 (b), supra. When rentals are 
poor or building expenses are high, 
Ebasco is required by the lease to 
make up the difference. This expend- 
iture in turn is passed on to Ebasco’s 
client companies. In this way the cost 
of services is said to be geared to the 
fluctuations of a real estate venture. 

We are not disposed to hold that 
ownership of a building to house a 
service company per se contravenes the 
provisions of § 13 (b). Whether 
ownership of a building may be per- 
mitted depends upon the particular 
facts of each case. On the basis of the 
present record, we cannot find that 
stock ownership of Two Rector Street 
Corporation by Ebasco prevents or se- 
riously impedes the efficient and eco- 
nomical performance of service con- 
tracts for the benefit of associate com- 
panies at cost. In reaching this deci- 
sion, we rely on declarant’s stipulation 
that in the event of any disposal or 
write-down of the Two Rector Street 
Corporation investment, no loss inci- 
dent thereto is to be included in the 
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cost of rendering services to United 
States client-associate companies. 

The lease arrangement gives rise to 
a more difficult question. We do not 
look with favor upon an arrangement, 
such as Ebasco has entered into, under 
which the amount of its rent is subject 
to the vicissitudes of the real estate 
market. For several reasons, how- 
ever, we are disinclined to disturb the 
lease arrangement in question. In the 
first place, the lease was entered into 
by Bond and Share prior to the pas- 
sage of the act and was assumed by 
Ebasco because it was deemed that 
the primary reason for the lease ar- 
rangement was to afford office space 
for the activities of the Bond and 
Share servicing unit. In the second 
place, it appears that Ebasco has en- 
joyed reasonable rentals since it as- 
sumed the lease; its rent has, in fact, 
been lower than that of its associate 
companies. In the third place, the 
lease will run for only about six more 
years, and does not, therefore, in- 
volve a long-term obligation. 


Capitalization of Ebasco 


The capitalization of Ebasco, 
amounting to $2,600,000, has been 
segregated among its respective divi- 
sions as follows: 

United States Division * $1,665,000 
Design and Appraisal Division ... 185,000 
International Division 700,000 
General Division 50,000 

$2,600,000 


* Includes $790,000 investment in Two Rec- 
tor Street Corporation. 


A 6 per cent return on capital in 
the amount of $1,760,000 is includ- 





83 The capital subject to the 6 per cent re- 
turn does not include $790,000, representing 
the investment in Two Rector Street Cor- 
poration, and $50,000 assigned to the General 
Division. 
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ed in the cost charged to associate 
companies of Ebasco, and is transmit- 
ted to Bond and Share for use of the 
capital. Counsel for the Public Utili- 
ties Division contend that this return 
exceeds the return allowed by Rule 
U-13-32 (a), which provides: 

— x a transaction shall be 
deemed to be performed at not more 
than cost if the price (taking into ac- 
count all charges) does not exceed 

reasonable compensation for 
necessary capital procured through 
the issuance of capital stock. - 
(Italics supplied. ) 

The contention is that the rule is 
contravened because: (1) the amount 
of capital in each division of Ebasco 
and/or Ebasco as a whole exceeds the 
“necessary capital” provision ; and (2) 
a 6 per cent return on the capital em- 
ployed in domestic servicing** exceeds 
the “reasonable compensation” provi- 
sion, 


United States Division 


Of the $875,000 capital assigned to 
the United States Division (excluding 
$790,000 invested in Two Rector 
Street Corporation on which no re- 
turn is sought), $115,644.38 repre- 
sents office furniture and miscellane- 
ous equipment (after deducting the 
depreciation reserve of $52,395.20) 
and $24,276.51 represents unamor- 
tized leasehold expenses. This leaves 
approximately $735,000 available in 
cash, accounts receivable, and other 


current assets for the conduct of the 
business of the division.” Based on 
the estimated budget for the year end- 
ing October 31, 1940, $735,000 repre- 
sents slightly over three months’ ex. 
penses of operations. 

The record indicates that the aver- 
age daily cash balance of the United 
States Division for the year ended 
July 31, 1939, exceeded $700,000, and 
that during this same period the mini- 
mum balance for any single day was 
over $583,000. Since the monthly 
expenses of this division are estimated 
in the budget for the year ending Oc- 
tober 31, 1940, at approximately 
$230,000, the average cash balance 
appears to equal slightly over three 
months’ expenses of operations. Dis- | 
position of the Reserve for Contin- 
gencies, when effectuated, will account 
for a reduction of cash in the amount 
of $133,333.33. Ebasco contends | 
that the proposed method of allocat- 
ing cost will involve additional exami- 
nation of time sheets and other rec- 
ords, and increase by approximately 
one and one-half months the present 
one-month average interval before ex- 
penditures are recovered. Counsel for 
the Public Utilities Division dispute 
that the lag between disbursement and 
receipt will be as great as two and one- 
half months. 


Design and Appraisal Division 


Of the $185,000 capital assigned to 
the Design and Appraisal Division, 





84 Because of the peculiarities of the foreign 
servicing business, no issue has been taken 
on the rate of return on capital assigned to 
the International Division. 

85 The figures used in this section are pro 
forma as of July 31, 1939, unless otherwise 
indicated. The pro forma balance sheet for 
the United States Division as of July 31, 1939, 
indicates current assets of $892,917.78 and 
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current liabilities of $83,765.77, which leaves 
$809,152.01 as the working capital of the 
division. The difference between the $735,000 
figure arrived at above and the working 
capital figure of $809,152 is attributable to 
deferred charges, prepayments, and to the 
existence of a Reserve for Contingencies, pre- 
viously mentioned, which declarant assertedly 
plans to utilize in the near future. 
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$13,440.30 is invested in office furni- 
ture and miscellaneous equipment, 
after deducting the depreciation re- 
serve in the amount of $7,195.26. 
Based on the estimated budget for the 
year ending October 31, 1940, the re- 
mainder of approximately $172,000 
represents about four months’ aver- 
age expenses of operations. The de- 
darant seeks to justify this amount of 
capital on the ground, inter alia, that 
the work of this division fluctuates 
considerably, thereby necessitating 
ample liquid capital reserves. Coun- 
sel for the Public Utilities Division 
maintain that other service companies 
which engage in similar activities have 
not claimed the need for nearly so 
high a ratio between working capital 
and monthly expenditures for their 
business as a whole, and no need is 
shown for the Design and Appraisal 
Division maintaining working capital 
in excess Of the average of other com- 
panies. 


International Division 


Of the $700,000 capital assigned to 
the International Division, $33,579 is 
invested in furniture and equipment 
(depreciated), and $58,100 is invest- 
ed in two wholly owned subsidiary 
companies. This leaves $608,321 
available for the conduct of the serv- 
icing business, which is equivalent to 
over six months’ average operating 
expenses. The declarant contends 
that this large amount of capital is 
justified because: (1) operations of 


this division are subject to sharply 
fluctuating foreign exchange rates and 
restrictions on foreign exchange; (2) 
about $300,000 of capital is tied up 
in accounts receivable which are not 
currently collectible because of the in- 
ability to obtain dollar exchange.” 
Counsel for the Public Utilities Divi- 
sion concede that somewhat larger 
amounts of capital may be necessary 
for foregin operations than for do- 
mestic. But it is argued that the new 
agreement whereby Foreign Power 
guarantees payments by its subsidia- 
ries to Ebasco® will considerably al- 
leviate the difficulties of servicing for- 
eign companies. Moreover, it is con- 
tended that the $300,000 in accounts 
receivable was on Ebasco’s books on 
December 1, 1939, the date as of 
which Ebasco undertook to turn over 
to Foreign Power the profits of its 
foreign servicing business, and has no 
connection with the period of opera- 
tion at cost. 


Combined Divisions 


Viewing Ebasco as a whole rather 
than as a number of divisions, it ap- 
pears that Ebasco proposes to include 
in the “cost” of servicing, a 6 per cent 
return on capital aggregating $1,760,- 
000, or $105,600 per year. Exclud- 
ing from the total of $1,760,000 the 
amounts of $162,663 representing fur- 
niture and equipment, $32,365 of un- 
amortized leasehold expenses, and ap- 
proximately $300,000 on which a re- 
turn is paid although the funds are 





86Emprezas Electricas Brasileiras, S. A.; 

mpania Constructora del Pacifico. 

87 As of October 31, 1939, the balance due 
from Emprezas Electricas Brasileiras, S. A. 
was $261,810, and balances aggregating about 
$55,000 were owed by other companies. 

The Emprezas. account is increasing contin- 
ually due to the lack of exchange. The Comp- 


troller of Ebasco stated that he believed that 
the Emprezas account was a “good account.” 
Assu...ing that New York exchange could be 
obtained, Emprezas was said to have Brazilian 
currency on deposit in Brazilian banks in ex- 
cess of the debt due Ebasco. 


88 See infra. 
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tied up in old accounts receivable. 
there remains $1,264,972 available for 
operations of all divisions of Ebasco 
except the General Division. This is 
equal to expenses for 3.47 months. If 
the $300,000 tied up in accounts re- 
ceivable in the International Division 
is included, the capital available for 
operations will equal 4.3 months’ ex- 
penses. 

[4] Our rules specifically prescribe 
that a return on capital is permissible 
only if it is “necessary capital.” The 
limitation was imposed in order to pre- 
vent circumvention of the cost stand- 
ards by capitalizing a service company 
at an excessive figure and by claiming 
a return on the excessive capital. 
Plainly, if a holding company could 
obtain a return on its idle funds by 
transferring them to a service com- 
pany where they contribute nothing 
to the performance of services, the 
cost provision of § 13 (b), supra, 
would be rendered nugatory. 

[5] The determination of what 
constitutes “necessary capital’ in a 
particular service company involves 
the exercise of sound business judg- 
ment. Naturally, we accord consid- 
erable weight to the opinions of com- 
pany officers who are charged with the 
duty of making such determinations. 
But it is clear that the judgment of 
company management is not conclu- 
sive; that judgment must be examined 
in the light of available standards. 
Among the relevant factors which 
should be considered in determining 
what constitutes “necessary capital’ 
are: investments in assets necessary 
to the conduct of business, and work- 
ing capital in the light of average 
monthly expenses, the normal lag be- 
tween expenditures and _ recovery 
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thereof, prospective variations from 
the norms, and the experience of com- 
parable organizations. 

[6] Data as to the ratio between 
working capital and average monthly 
expenses are available from the rec- 
ords of 19 prior service company cases 
before this Commission. In only 2 
cases was the ratio as high as 3 to 1; 
one of these cases involved only $50,- 
000 of capital and the other involved 
no claim for a return on capital. In 
the other 17 cases, the proposed work- 
ing capital was sufficient to cover the 
following number of months’ ex- 
penses, respectively: 14 to 2; 2; 1.4; 
2.48; 2.5; 14; 24;2;2;23;2;2;18; 
1; 2}; 2; and 2. In 10 of these 17 
cases, no allowance for return on capi- 
tal was requested, so that no question 
was raised as to the maximum amount 
of working capital. Ebasco has not 
demonstrated that its need for capital 
is any greater than that of other serv- 
ice companies. 

It may be conceded that some de- 
lay in the recovery of expenditures 
will result from the introduction of 
the new system of direct charges in 
the United States Division. We find 
no basis in the record, however, for 
the assumption that the present one- 
month average interval before ex- 
penditures are recovered will be in- 
creased to approximately two and one- 
half months. Making due allowance 
for some increase in the delay in re- 
covery of expenditures under the new 
system, and taking into account the 
other factors, we believe that a ratio 
of 24 to 1 between working capital 
and average monthly expenses is am- 
ple to assure a sufficient amount of 
working capital. A somewhat higher 
ratio is warranted in the case of the 
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International Division by the special 
circumstances of foreign servicing. 
[7] A further question is whether 
6 per cent of the working capital rep- 
resents “reasonable compensation.” 
One factor in making this determina- 
tion is the extent of risk involved; as 
arule, the smaller the risk, the smaller 
the justifiable return. Ebasco, it ap- 
pears, has suffered no losses on ac- 
counts receivable during the past sev- 
eral years. Indeed, it has not been 
found necessary even to set up a re- 
serve for such losses. The risks which 
have been assumed do not, therefore, 
appear to be substantial. Further 
light upon the problem is shed by a 
comparison of rates of return paid by 
other service companies.*® Of 25 serv- 
ice companies, it appears from the pub- 
lic records of the Commission that 
13 pay no return whatever on capi- 
tal; 2 companies pay a return of 4 per 
cent on capital stock ; 4 companies pay 
a return of 5 per cent; 3 companies 
pay a return of 6 per cent; and 3 pay 
interest of 5 per cent or 6 per cent on 
loans but no return on capital stock. 
Furthermore, subsidiary operating 
companies in the Bond and Share sys- 
tem recently have borrowed long-term 
money at effective interest rates of 2 
and 33 per cent, which is indicative 
of the low cost of money on the mar- 
ket at present. These operating com- 
panies pay Ebasco service charges for 


return on service company capital. 
Such charges are treated by the oper- 
ating companies as operating expenses 
and accordingly are deducted from 
gross income before the amount avail- 
able for interest payments is comput- 
ed. In appraising the relative extent 
of risk involved, it should be borne in 
mind that provision is made for pay- 
ment of service charges in advance of 
the computation of the amount avail- 
able for interest. Yet the present 
charges for return on Ebasco’s capital 
are greater than the prevailing rates 
of interest at which the operating com- 
panies are able to borrow. In the light 
of the above considerations, we be- 
lieve that a 4 per cent return for the 
present more nearly comports with 
Rule U-—13-32 (a), than a return of 
6 per cent. In ordering a reduction 
of the rate of return we are cognizant 
that the rate may change, depending 
upon the variable factors that deter- 
mine the cost of money. Hence, the 
4 per cent maximum rate of return 
which we establish in this proceeding 
is not to be deemed a permanent and 
fixed rate of compensation on neces- 
sary capital. 

Reduction of Ebasco’s working cap- 
ital to 24 times its average monthly 
expenditures for the United States 
and Design and Appraisal Divisions® 
and reduction of the rate of return 
upon necessary capital to 4 per cent 





89In Bluefield Water Works & Improv. Co. 
v. West Virginia Pub. Service Commission, 
262 US 679, 692, 67 L ed 1176, PUR1923D, 
ll, 20, 43 S Ct 675, the United States Su- 
preme Court said: 

“A public utility is entitled to such rates as 
will permit it to earn a return on the value 
of property equal to that generally 
being made at the same time and in the same 
general part of the country on investments in 
other business undertakings which are attend- 
ed by corresponding risks and uncertainties.” 
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40 Adding to the reduced working capital 
the sums of $115,000 and $24,000 invested in 
furniture and miscellaneous equipment and in 
unamortized leasehold expenses would leave 
roughly about $700,000 as necessary capital 
upon which the United States Division prop- 
erly could obtain a return. For the Design 
and Appraisal Division, addition of $13,000 
invested in furniture and miscellaneous equip- 
ment would leave the round sum of $150,000 
as necessary capital upon which a reasonable 
return could be obtained. 
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would result in annual savings of 
approximately $25,000 to domestic 
clients of Ebasco. Reduction of the 
International Division’s working capi- 
tal to a 3 to 1 ratio*? would diminish 
the charges for operating expenses by 
about $18,000 annually, thereby in- 
creasing the profits which will be re- 
turned to Foreign Power under the 
proposed contract, or decreasing the 
losses payable to the International Di- 
vision by Foreign Power. Although 
these savings superficially appear to be 
de minimis when spread among nu- 
merous client companies, we cannot 
agree that this sum is not appreciable. 
It will be noted that resultant savings 
to domestic client companies and For- 
eign Power are about $43,000, which 
constitutes about 40 per cent of the 
aggregate amount of return charged 
by Ebasco on its capital. If 40 per 
cent of the compensation obtained up- 
on service company capital is exces- 
sive, we cannot condone such charges 
as de minimis. Accordingly, we find 
that, unless corrected pursuant to the 
provisions of our opinion, this item 
will prevent compliance with the stand- 
ards of § 13 (b), 15 USCA § 79m 
(b) and the provisions of Rule U- 
13-32 (a) thereunder. 


The Proposed $250,000 Indemnity 
Fund 


[8] In the proposed contract to 
place the International Division on a 
cost basis, there is an indemnification 
provision, under which Foreign Pow- 


er agrees to indemnify the Internation. 
al Division against any and all claims, 
demands, liabilities, and expenses aris- 
ing out of its foreign service contracts 
with subsidiaries of Foreign Power, 
This agreement of indemnification 
further requires Foreign Power to ad- 
vance a fund of $250,000 to Ebasco, 
from which the latter may reimburse 
itself whenever it shall have incurred, 
in any three months, any loss arising 
from the servicing of Foreign Power 
subsidiaries or arising out of the re- 
organization of any such subsidiaries, 
If amounts are withdrawn from such 
fund to reimburse Ebasco, Foreign 
Power is to deposit additional funds 
so that the amount in such fund may 
remain at $250,000. The fund is to 
be held by Ebasco in a special bank ac- 
count and is to be used for no purpose 
except as set forth above. No inter- 
est on the fund is to be paid to For- 
eign Power. 

The record shows that Ebasco has 
never experienced any losses on its 
foreign servicing accounts. It has 
not, in fact, set up a reserve for bad 
debts against those accounts. In the 
past, the credit of the foreign client 
companies has sufficed. To that cred- 
it there is now added the guaranty of 
Foreign Power to save the Interna- 
tional Division against any losses on 
the servicing. Under all the circum- 
stances, it is clear that the proposed 
fund is unnecessary to insure the In- 
ternational Division’s collection of 
service fees. 





41 Adding the sums of $33,000 and $58,000 
invested in furniture and equipment and 
wholly owned subsidiary companies would 
leave about $400,000 as necessary capital up- 
on which the International Division properly 
could obtain a return. 

We are aware that the present European 
War may have caused changes in rates and 
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restrictions on foreign exchanges which are 
not set forth adequately in the present record 
but which might affect materially our deci- 
sion with respect to the amount of _neces- 
sary capital for the International Division. 
Hence, we are ready to entertain an applica- 
tion by Ebasco for leave to adduce additional 
material evidence on this subject. 
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Ebasco urges, as justification for 
the $250,000 indemnity fund, that the 
current war possibly will clog the ex- 
changes and impede the flow of pay- 
ments to Ebasco by foreign serviced 
companies. Under the contract be- 
tween Ebasco and Foreign Power, set- 
tlements will be made every three 
months, Based on the 1940 budget, 
the estimated average outlay for a 
three months’ period will be $304,125. 
It is likely that only a fraction of this 
amount would be tied up in any one 
settlement period through unexpected 
changes in the exchange and transfer 
situation. During any settlement, 
Ebasco may determine whether con- 
tinued servicing of a particular client 
is prudent in the light of exchange and 
other difficulties. This should enable 


Ebasco to keep losses to a minimum. 
Such insubstantial risks as may exist 
appear to be no more than ordinary 


concomitants of the foreign servicing 
business. 

Ebasco further contends that since 
Foreign Power companies will receive 
Ebasco’s services at cost, they ought 
to give something in return, namely, a 
$250,000 indemnity fund. The argu- 
ment is, in our opinion, untenable. 
The Foreign Power group is obtain- 
ing services at cost by virtue of statu- 
tory requirement. It need not give 
anything in return any more than do- 
mestic clients of Ebasco which receive 
services at cost. 

In our view, the proposed indemni- 
fication fund is unnecessary for the 
protection of Ebasco, and is detrimen- 
tal to the interests of investors in For- 
eign Power, in that it will deprive 


Foreign Power of a substantial sum 
of money which might be used to im- 
prove the operating properties of its 
subsidiaries or loaned out on a favor- 
able interest-bearing basis. We find, 
therefore, that the $250,000 indem- 
nity provision is not appropriate for 
the protection of investors in Foreign 
Power and contravenes § 13 (b), su- 


pra. 


The Interlocking Officers of Bond and 
Share and Ebasco 


[9-12] When Ebasco was organ- 
ized, six directors and principal execu- 
tive officers of Bond and Share (C. 
E. Groesbeck, chairman of the board; 
S. R. Inch, president ; S. W. Murphy, 
vice president ; W. C. Lang, comptrol- 
ler; E. P. Summerson, secretary ; and 
A. C. Ray, treasurer) were placed in 
identical positions” in the service com- 
pany, without altering their status in 
the holding company. Their duties, 
activities, and compensation“  re- 
mained substantially the same as be- 
fore the organization of Ebasco, al- 
though those activities are now per- 
formed on behalf of two companies in- 
stead of one, and payment of their 
compensation is divided between the 
two companies. The entire servicing 
organization is coordinated and con- 
trolled through those six men. 

It was testified that the basis of al- 
location of salaries of the interlock- 
ing officers was suggested or approved 
in each case by the particular individ- 
ual involved. Among the factors said 
to be considered in distributing these 
salaries were: the time spent on the 
affairs of each company; the number 





Only Messrs. Groesbeck and Inch are 
directors of Ebasco. The executive positions 
of all six, however, are identical. 

43It appears that there are no common of- 
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ficers between Ebasco and other associate 
companies in the Bond and Share system. 

44 There have been certain changes in the 
period from 1935 to the present. 
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of problems arising in connection with 
the companies served; and the duties 
normally attached to the position. One 
of declarant’s witnesses stated, how- 
ever, that the allocations were “‘some- 
what arbitrary” and that it was “dif- 
ficult to get any fixed accurate 
division.” Under this arrangement, 
a total of $305,750 was paid to these 
six individuals and their office assist- 
ants® by Bond and Share, Ebasco, and 
its subsidiary, Two Rector Street 
Corporation, in the following propor- 
tions : 

Amount Paid % 


Bond and Share $133,795 43.76 
Ebasco 
United States Di- 
vision 
International Di- 
vision 
169,555 
Two Rector Street Corpora- 
tion 


55.46 


2,400 78 
$305,750 100.00 


Counsel for the Public Utilities Di- 
vision contend that the interlocking 
officer relationship of Bond and Share 
and Ebasco violates § 13 (a) of the 
act, and that that situation precludes 
compliance with § 13 (b), supra. Sec- 
tion 13 (a) of the act provides: 

“After April 1, 1936, it shall be un- 
lawful for any registered holding com- 
pany, by use of the mails or any means 
or instrumentality of interstate com- 
merce, or otherwise, to enter into or 
take any step in the performance of 
any service, sales, or construction con- 
tract by which such company under- 
takes to perform services or construc- 


tion work for, or sell goods to, any 
associate company thereof which is a 
public utility or mutual service com- 
er 

It is contended that the separation 
between Bond and Share and Ebasco 
is merely a paper separation, both com- 
panies being fused into a single or- 
ganization exactly as before enactment 
of § 13. Accordingly, it is urged, 
Bond and Share is actually engaged in 
the servicing business in violation of 
§ 13 (a). The further argument is 
made that allocations of salary ex- 
penses of interlocking officers are nec- 
essarily “arbitrary” and, hence, that 
it is impossible for Ebasco to meet 
the cost standards prescribed by § 13 
(b). Both of these contentions are 
disputed by declarant. 

The act does not deal specifically 
with the problem of common person- 
nel between the registered holding 
company and service company. It is 
clear, however, that if such interlock- 
ing relations operate to defeat the pur- 
poses of § 13, the Commission must 
regulate or prohibit those relations. 
Obviously, the express mention of in- 
terlocking relations in other parts of 
this statute and in other statutes can- 
not be construed as impliedly prohib- 
iting this Commission from adminis- 
tering § 13 in the light of its pur- 
poses. 

Section 13 (a) plainly evidences a 
congressional intent to prohibit intra- 
system servicing by registered holding 
companies. One of the principal rea- 





45 For the year ending July 31, 1939, the 
total expenses pro forma of the United States 
Division (including Design and Appraisal 
Division) aggregated $3,311,311.91, and those 
of the International Division were $1,176,- 
503.13. 

%6In addition to the six principal officers, 
there are ten persons who are employed as 
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secretaries or office assistants to the six of- 
ficers, and whose salaries are allocated be- 
tween the two companies in accordance with 
the allocation of the salary of the principal 
officer served. A total of $272,400 is paid 
to the six common officers, and the remaining 
$33,350 is paid to their assistants. 
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sons for compelling a divorcement of 
holding company business from serv- 
icing business was to remove the bar- 
rier to ascertaining the cost of serv- 
ices which necessarily existed where 
holding company functions were com- 
mingled with servicing activities. 
This reason is set forth in the Senate 
Report which accompanied S. 2796, 
one of the bills which preceded the 
final act. After discussing the pur- 
pose of the proposed § 13 of the bill 
to institute a cost basis for intrasys- 
tem servicing, the report stated: 

“The objection of this section [13] 
is not merely to require the contracts 
to be performed at cost but at the same 
time to avoid the almost impossible 
and wasteful task of trying to deter- 
mine what that cost is when opera- 
tions are commingled with various 
other activities.” (Sen. Rep. No. 621, 
74th Cong. Ist Sess. (1935) 36). 

The pertinent portion of the bill, to 
which reference is made in the above 
report, is similar to that of the final 
act. 

The language in the above report is 
particularly apposite. The amounts 
of salary of the common cfficers and 
employees allocated to Ebasco become 
part of its operating expenses and, 
therefore, enter into the “cost” of per- 
forming services for the client asso- 
ciate companies. But the functions of 
the principal officers of Ebasco are 
“commingled” with their functions as 
officers of Bond and Share, and it is 
an “almost impossible and wasteful 
task” to ascertain what segment of 
each of the services of the common of- 
ficers is for Ebasco, and hence proper- 
ly included in the “cost” to serviced 
companies, and what part for Bond 
and Share, and therefore chargeable 
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only to it. Each of the officers in 
question occupies at least two posi- 
tions: he is an officer of Bond and 
Share and an officer of Ebasco. 
Where his duties as an officer of Ebas- 
co, in a particular transaction, begin, 
and his duties as an officer of Bond 
and Share end, cannot be determined. 
That difficulty is inherent in the situ- 
ation. Bond and Share, as the parent 
of each of the companies serviced by 
Ebasco, has an abiding interest in 
matters pertaining to those compa- 
nies. In every transaction by Ebasco 
in which Bond and Share is somehow 
interested, the officers will be acting 
in dual capacities—as officers of Bond 
and Share and as officers of Ebasco. 
It is unreal to assume that the value 
of their services to each company can 
be determined with any degree of ac- 
curacy. The same is equally true of 
the services of any employee whose 
work entails a commingling of hold- 
ing company and service company 
functions. 

It is evident that effective regula- 
tion pursuant to § 13 (b) is rendered 
impossible so long as interlocking of- 
ficers and employees are paid by both 
the registered holding company and 
the subsidiary service company. This 
condition can be remedied in either of 
two ways: (1) The officers and em- 
ployees who now hold positions in 
both companies can sever their rela- 
tions with either company; (2) Bond 
and Share might undertake to pay the 
entire compensation of the common 
officers and employees. In either 





47 The section prohibits a registered holding 
company from performing any service, sales, 
or construction contract for associate compa- 
nies. A service contract is defined in § 2 
(a) (19), 15 USCA § 79b (a) (19) as ren- 
dering services for a charge. Equivalent defi- 
nitions of sales and construction contracts 
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case, there would be no problem of 
equitably allocating the cost between 
Bond and Share and Ebasco. We re- 
gard the second alternative as a step 
toward insuring that the standards of 
§ 13 are met. If this step does not 
prove effective, we shall have to decide 
whether complete segregation of di- 
rectors, officers, and employees be- 
tween the registered holding company 
and subsidiary service company may 
not be necessary to insure economical 
and efficient servicing for the benefit 
of associate companies at cost under 
the act. 

We have, in the past, permitted in- 
terlocking officers of the holding com- 
pany and subsidiary service compa- 
ny“ in a number of instances where 
cost allocation was affected thereby. 
We believe, however, that we were in 
error in permitting those situations to 
continue, and that we should not fol- 
low those precedents. Hence, we shall 
require that the interlocking officer 
and employee relationships of Bond 
and Share and Ebasco be remedied in 
accordance with the provisions of our 
opinion within sixty days from the 
date of the filing of this opinion. 


Conclusions of Law 


[13] We are called upon to decide 
whether the United States Division 
(including the Design and Appraisal 
Division) of declarant is so organized 
and conducted, or to be conducted, as 
to meet the requirements of § 13 (b) 
of the act with respect to reasonable 
assurance of efficient and economical 
performance of service, sales, or con- 
are contained in §§ 2(a) (20) and 2(a) (21), 
15 USCA § 79b (a) (20) (21). 

48In this regard we have not differentiated 


between the mutual service company and the 
subsidiary service company. 
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struction contracts for the benefit of 
associate companies at cost, fairly and 
equitably allocated among such com- 
panies. We have indicated in our 
opinion that there are a number of 
situations which prevent compliance 
with the requirements of the act and 
rules and regulations thereunder. So 
long as those situations continue to 
exist, we are obliged to find that the 
United States Division of Ebasco is 
not so organized and conducted as to 
meet the requirements of § 13 (b) of 
the act. We hesitate to make an ad- 
verse determination on the declaration, 
however, without previously affording 
declarant an opportunity to comply 
with the provisions of our opinion. 
Hence, we will defer the issuance of 
a final order on these matters for a 
period of sixty days from the date of 
the filing of this opinion during which 
time declarant may comply with the 
provisions of our opinion. 

In the event that declarant complies 
with the provisions of our opinion 
within sixty days from the date of the 
filing of this opinion, the question will 
recur whether we can then make an 
overall finding that declarant complies 
with the requirements of § 13 (b) of 
the act. We have examined the rec- 
ord carefully in this proceeding and 
find that the evidence relating to the 
efficiency and economy of the servic- 
ing activities of declarant consists on 
the whole of self-serving statements 
made by declarant’s witnesses. More- 
over, the issue of efficiency and econ- 
omy was not touched upon in the 
briefs or at the oral argument. That 
this was due to confining the issues 
to five points with the approval of the 
Commission does not alter the fact. 
While the Commission at this time 
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makes no adverse findings on this sub- 
ject under § 13 (b), we find that the 
record is insufficient for the purpose 
of deciding whether there is reason- 
able assurance that Ebasco’s service, 
sales, or construction contracts with 
associate companies will be performed 
economically and efficiently for the 
benefit of such associate companies at 
cost, fairly and equitably allocated 
among such companies. In finding 
that the record is inadequate we do 
not intend any advance implication 
that Ebasco is not complying with the 
standards of efficiency and economy 
set forth in the act. Should declarant 


comply with the other provisions of 
our opinion, therefore, we shall order 
that this proceeding be reopened at a 
date to be fixed and hearings upon the 
matters of efficiency and economy of 
servicing activities be continued. In 
that event, pursuant to Rule U-13-3 


(b) declarant may, to the extent set 
forth in its declaration, continue to 
perform service, sales, or construction 
contracts for associate companies 
pending final action by the Commis- 
sion on the declaration. This tempo- 
tary exemption, however, is condi- 
tioned by Rule U-13-3 (b) so that 
declarant will be required to comply 
with all applicable provisions of the 
act and rules and regulations thereun- 
der as if the Commission had ap- 
proved such declaration. Pending fi- 
nal determination of the declaration, 
therefore, we conclude that Ebasco’s 
United States Division (including the 
Design and Appraisal Division) will 
be entitled to continue its intrasystem 
servicing business, provided that it 
complies with the act and rules and 
regulations thereunder, and the mat- 
ters set forth in our findings and opin- 
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ion and order. In this connection we 
might emphasize that the proposed 
method of allocating cost for the Unit- 
ed States Division should be institut- 
ed at once. 

[14] The Commission concludes 
that the International Division of ap- 
plicant performs service, sales, or con- 
struction contracts for associate com- 
panies which do not derive, directly 
or indirectly, any material part of their 
income from sources within the Unit- 
ed States and which are not public 
utility companies operating within the 
United States and that its exemption 
from the standards of § 13 (b) of the 
act, subject to the conditions herein- 
after recited, is appropriate in the pub- 
lic interest and for the protection of 
investors. We are not convinced, 
however, that incorporation of the 
International Division separate from 
Ebasco, such as that contemplated by 
the creation of Ebasco International 
Corporation, is not necessary or ap- 
propriate in the public interest or for 
the protection of investors or consum- 
ers. But we are not disposed to refuse 
an order exempting the International 
Division pending further inquiry into 
this matter. Hence, our order will be 
subject to any subsequent finding that 
separate incorporation of the Interna- 
tional Division is necessary or appro- 
priate in the public interest or for the 
protection of investors or consumers. 

The order exempting the Interna- 
tional Division shall be conditioned as 
follows : 

(1) In the event that a pension plan 
for employees of the International Di- 
vision of Ebasco is not presented to 
the Commission for approval within 
sixty days from the date of this order, 
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or if a plan is presented within this 
period and is subsequently disap- 
proved, the funds accumulated in the 
General Reserve Account of the Inter- 
national Division since December 1, 
1939, shall be returned to Foreign 
Power. 

(2) The necessary capital upon 
which a return properly may be ob- 
tained shall be no more than $400,000 
for the International Division. 

The proposal to include a 6 per cent 
return on the $700,000 capital as- 
signed to the International Division 
in computing operating expenses un- 
der the proposed contract between 
Foreign Power and Ebasco shall be 
modified to include no more than a 6 
per cent return on capital in the 
amount of $400,000. 

(3) The proposal that Foreign 


Power establish a $250,000 indemnifi- 
cation fund for the use of the Inter- 
national Division of Ebasco shall not 
be effective. In the event this fund or 
any similar fund is established with- 
out prior approval of the Commission, 
the Commission will rescind its order 
exempting the International Division 
of Ebasco. 

(4) The organization of the In- 
ternational Division within Ebasco 
shall be subject to change if it is sub- 
sequently found that separate incor- 
poration of the International Division 
is necessary or appropriate in the pub- 
lic interest or for the protection of in- 
vestors or consumers. 

An appropriate order, based upon 
the foregoing findings of fact, con- 
clusions of law, and conditions will be 
issued. [Order omitted. ] 
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Re Missouri Utilities Company 


[Case No. 9895.] 


Rates, § 322 — Electricity — Demand charge — Customers creating demand. 
1. Electric customers operating cotton gins and a compress and creating 
about one-half of the total demand on a utility system, although by reason 
of seasonal purchases taking only about 25 per cent of the total quantity of 
energy purchased by the utility, should pay one-half of the total demand 
charge required by the utility to be paid to the company from which it pur- 


chases electricity, p. 285. 


Rates, § 143 — Cost of service — Purchased electricity. 


2. An electric utility company which is faced with an increase in the cost 
of service by reason of a higher wholesale rate which it pays should be al- 
lowed to pass at least a part of that cost on to its customers, p. 285. 


[August 10, 1940.] 


pans of proposed rates for electric service furnished to 
cotton gins or seasonal load; filing of higher rates permitted. 
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By the Commission: On May 20, 
1940, the Commission received from 
the Missouri Utilities Company sched- 
ules of rates for electric energy fur- 
nished to some of its industrial cus- 
tomers for the operation of cotton 
gins and cotton compresses. The pro- 
posed rates were increases over the 
rates heretofore charged. Upon giv- 
ing notice to the customers protests 
were filed with the Commission asking 
for a hearing. The rates were then 
suspended by order issued in this case 
on May 29, 1940, and a hearing held 
on June 28th thereafter. All parties 
interested in the matter involved were 
given an opportunity to be heard. 
After filing of the tariffs as first pro- 
posed the applicant discovered it had 
made a typographical error in prepar- 
ing the original tariff sheets, so on 
June 17th filed corrected sheets to take 
the place of those previously filed. The 
hearing held on June 28th was upon 
the sheets as filed on June 17th. Cor- 
rected copies were supplied the protes- 
tants prior to the date of the hearing. 

The applicant is a Missouri cor- 
poration engaged as a public utility in 
the furnishing of electric service in 
a number of cities and towns in the 
southeastern part of this state. The 
properties in southeast Missouri are 
operated in two different sections. 
One is known as the Cape Girardeau 
group, the city in which the applicant’s 
genera! ofiice is located, the other the 
Senath group. The Senath group is 
comprised of properties located at 
Cardwell, Bucoda, Arbyrd, and Sen- 
ath. 

The particular rate schedules in 
question cover the service furnished to 
three cotton gins and one compress 
located in these towns or nearby. 
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They are listed as the Bertig Gin at 
Bucoda, the Steinberg Gin at Cardwell, 
the Farmers Union Gin at Senath, 
and the Arbyrd Compress Company at 
Arbyrd. 

In an effort to justify the filing of 
the rates proposed the applicant states 
that it purchases the electric energy 
used in serving these four companies 
from the Arkansas Utilities Company 
located and operating in the state of 
Arkansas. The Arkansas Utilities 
Company is an associated corporation 
owned and controlled by the same 
holding company as the applicant. The 
Arkansas Utilities Company in turn 
purchases a large amount of its energy 
from the Arkansas-Missouri Power 
Corporation, the third corporation do- 
ing business in both Missouri and 
Arkansas, but in no way associated 
with either the applicant or the Arkan- 
sas Utilities Company. The Arkan- 
sas Utilities Company also has a small 
generating plant located in the town 
of Paragould, Arkansas, and is re- 
quired under the contract with the Ar- 
kansas-Missouri Power Corporation 
to keep that plant in operating condi- 
tion. The Arkansas Utilities Com- 
pany has recently entered into a new 
contract with the Arkansas-Missouri 
Power Corporation covering the rates 
to be paid for the energy purchased 
from the latter company. The Arkan- 
sas Utilities Company has in turn no- 
tified the applicant herein that the ap- 
plicant will be required to pay the Ar- 
kansas Utilities Company the same 
rate for the energy purchased as the 
Arkansas Utilities Company pays the 
Arkansas-Missouri Power Corpora- 
tion for the energy purchased. The 
two purchase schedules are to be 
identical with the exception that the 
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applicant is required to pay an addi- 
tional cash sum in the amount of $225 
per year for the delivery of the energy 
from Paragould to the Missouri-Ar- 
kansas state line, where it is delivered 
to the applicant. The $225 extra is 
charged to cover the cost of transmis- 
sion of the energy from Paragould to 
the state line and the substation used 
in delivering the energy to the appli- 
cant. 

In turn the applicant proposes to 
charge each of the three gin companies 
and the compress company the same 
schedule of rates for the energy deliv- 
ered them as the applicant pays for 
the energy it purchases. This sched- 
ule reads as follows. 

Demand: 


First 50 kw.—$2.00 per kw. per month. 
Excess 50 kw.—$1.75 per kw. per month. 


Energy Charge: 
3¢ per kw. hr. for the first 1,000 kw. hr. 


used per month. 

2¢ per kw. hr. for the next 2,000 kw. hr. 

used per month. 

14¢ per kw. hr. for the next 7,000 kw. hr. 

used per month. 

1¢ per kw. hr. for the next 40,000 kw. 

used per month. 

.9¢ per kw. hr. for the next 50,000 kw. 

used per month. 

8¢ per kw. hr. for all additional use. 

If the proposed rates had been 
charged for the energy delivered dur- 
ing the year 1939 to the protestants, 
the applicant would have received ap- 
proximately $4,200 per year more for 
that service than was received. Prot- 
estants are objecting to such increase 
in the cost of the energy to be fur- 
nished them. 

The schedules that have been ap- 
plied heretofore have varied from 6 
cents per kilowatt hour down to slight- 
ly less than 2 cents per kilowatt hour, 
depending upon the quantity used by 
the individual customer and the man- 
ner in which it is used. In the sched- 
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ules now in effect we note that the serv- 
ice is contracted for for use on a con- 
tinuous basis but if used in a tempo- 
rary or seasonal manner 10 per cent 
is added to the charges to cover the 
seasonal use of the equipment or rath- 
er the fact that the equipment is fur- 
nished and not used. It appears from 
the evidence that there was provision 
for a fixed minimum charge or de- 
mand charge in the contract by which 
the applicant has been purchasing its 
energy, but the seller did not impose 
that demand charge. In turn the ap- 
plicant has not required of its custom- 
ers a demand charge based upon the 
size of the load taken. We note that 
the schedule contains provisions for 
this minimum charge of $1 or $1.25 
per horsepower per month, but it is 
not definitely stated that the custom- 
ers have been required to pay that 
minimum charge. Under the proposed 
schedule the applicant is asking for 
authority to file a schedule that will 
carry a monthly minimum charge of 
$2 per kilowatt for the first 50 kilo- 
watts, and $1.75 per kilowatt per 
month for loads greater than 50 kilo- 
watts. The loads of the cotton gins as 
well as the compress concerned in this 
case require more than 50 kilowatts 
each to serve them. 

In comparing the energy rate pro- 
posed with the rate that has been here- 
tofore charged, it will be noted that 
the proposed rate is considerably lower 
than the present rate, but by adding the 
demand charge the total annual cost 
to the protestants will be increased 
$4,200. The protestants claim such 
increase will make it impossible for 
them to profitably operate their gins 
and compress, and will require them to 
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seek other sources of power if they are 
to be continued. 

The cotton gin loads are highly sea- 
sonal in character, operating about 
four months out of each year. Dur- 
ing that four months’ period the load 
runs up to a maximum load and then 
is off during the remaining part of the 
year. By imposing a minimum charge 
based upon the number of kilowatts, 
as is proposed, the owner will be re- 
quired to pay a substantial amount of 
money each month during the months 
of the year they are not in use. The 
compress operates most of the time 
throughout the year and the effect of 
the demand charge taken in connection 
with the lower energy charge as is pro- 
posed is not so severe as on the cot- 
ton gins. 

The applicant shows that it will be 
held accountable for a demand charge 
for all loads taken and for that reason 


it should be permitted to pass the in- 
crease to its customers, particularly 
when a large part of the increase is 
caused by the four protestants in this 


case. It states its normal demand on 
the Arkansas Utilities Company is 
about 450 kilowatts. When the gins 
are added to the load it is increased 
from 350 to 400 kilowatts, almost 
double. We note from the informa- 
tion appearing on Exhibit No. 9, filed 
in this case, that the number of kilo- 
watt hours taken each month by the 
applicant varies from 90,000 to 110,- 
000 kilowatt hours, but during the gin- 
ning season the monthly kilowatt hours 
taken during October ran up to almost 
240,000 kilowatt hours. For the 
months just prior to and following the 
month of October the number of kilo- 
watt hours taken are less, depending 
upon the season and the way the cot- 
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ton is brought into the gins. If the 
load is increased 350 kilowatts by the 
operation of the gins and the compress, 
the applicant’s demand charge is evi- 
dently increased $7,350 per year be- 
cause of that increase in the load, 350 
kilowatts at $1.75 per month. If the 
load is increased 400 kilowatts the 
annual increase in the cost of the serv- 
ice through the demand charge alone 
is $8,400, just twice the amount that 
the applicant claims its bill will be in- 
creased by the Arkansas Utilities Com- 
pany by the application of the new 
schedule. From that it is evident that 
the application of the rates to the en- 
ergy furnished the protestants will 
amount to something over $4,000, 
leaving the remainder of the increase 
to the demand charge. 

[1] The applicant states that the 
number of kilowatt hours furnished 
the protestants each year amount to 
about 25 per cent of the total quantity 
of energy purchased, but the amount 
it purchases is for operation over a 
period of twelve months, whereas the 
protestants take their energy over a 
period of four months. If these fig- 
ures are correct, calculations will show 
that the average load taken by the prot- 
estants during the four months is ex- 
actly equal to the size of the load taken 
by the applicant to serve all other cus- 
tomers, which it estimates ranges in 
number from 900 to 1,000. If that be 
true, then one-half of the total de- 
mand charge required by the applicant 
to be paid to the Arkansas Utilities 
Company should be paid by the prot- 
estants. 

[2] The protestants claim, how- 
ever, that they should not be charged 
according to the same schedule that is 
applied to the total amount of energy 
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purchased by the applicant. It is point- 
ed out there will be diversity in the 
use of the energy by the protestants, 
so that if each of them used 1,000 kilo- 
watt hours of energy in a given month 
and pay for it at the rate of 3 cents, 
they would each pay the same rate per 
kilowatt hour for 3,000 kilowatts that 
the applicant would pay for the first 
1,000 kilowatt hours that it takes un- 
der its purchase contract. The prot- 
estants are correct in their assump- 
tion that there will be a gain by the 
applicant in reselling in the same 
blocks and at the same rate it purchas- 
es its energy. It is true that through 
the diversification in use of the cur- 
rent and reduction in energy rate the 
applicant will gain a reduction of ap- 
proximately $4,000, which enables it 
to furnish the energy to the protes- 
tants at an increased cost of $4,200 in- 
stead of from $7,300 to $8,400 in- 
crease in the total cost of the energy, 
but calculations as to what will actual- 
ly happen must be made on approxi- 
mate data because no demand meters 
are used in furnishing the service to 
the protestants, so the actual demands 
are not known, and the evidence is not 
sufficient to show accurately how the 
proposed rates will affect the protes- 
tants. It is evident the applicant 
should not be required to furnish serv- 
ice to the protestants under the sched- 
ule proposed omitting the demand 
charge, because that would result in 
a reduction in revenues in the amount 
of $3,000 or $4,000 for the service it 
is furnishing them. The applicant 


would be facing the increase in the cost 
of the energy in that same amount. 
The applicant should be allowed to col- 
lect at least as high a rate as it has 
been collecting for the service. There 
is no evidence presented to show that 
the applicant is now earning an ade- 
quate return on its investment used in 
serving the public, and it cannot be 
determined until the demand meters 
are installed on the individual services 
and the data accumulated from those 
readings is presented to the Commis- 
sion for making a more accurate study 
of what rates should be charged. It 
appears a demand charge of $1 per 
kilowatt will produce about the same 
total revenue the applicant has here- 
tofore been able to secure, but since it 
is faced with an increase in the cost of 
the service, we believe it should be al- 
lowed to pass at least a part of that 
cost on to its customers. Since it is 
approaching the ginning season and 
the protestants do not have time to ar- 
range for other sources of power, as 
they have indicated they will do in the 
future if the proposed rates are al- 
lowed, we believe that for the present 
season the applicant should be allowed 
to charge the protestants a demand 
charge of $1.50 instead of $2 and 
$1.75 

In view of all the evidence present- 
ed, after due consideration the Com- 
mission finds that the applicant should 
be allowed to file the rates as proposed 
herein with the exception that the de- 
mand charge should be as indicated 
above. 
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WISCONSIN PUBLIC SERVICE COMMISSION 


Re Milwaukee Electric Railway & 
Light Company 


[2-U-1210.] 


Re Wisconsin Electric Power Company 


[2-U-1216.] 


Depreciation, § 3 — Duties of Commission — Sinking-fund method. 


1. The Commission, acting under subsection 7 of § 196.09, Statutes, must 
in the first instance determine only whether the sinking-fund method of de- 
preciation accounting may reasonably be employed, and, if it be determined 
that such method may reasonably be used, the Commission must establish 
the rates of depreciation under a sinking-fund basis, p. 289. 


Depreciation, § 32 — Annual accumulation — Sinking-fund method. 


2. The sinking-fund method cannot be held to be a method which may not 
reasonably be employed by a »dublic utility company, p. 289. 


Depreciation, § 32 — Sinking-fund method — Operation. 
3. The true conception of the sinking-fund depreciation method is that an 
annuity be established which, together with the compound interest earnings 
on the reservations, shall accumulate a sum sufficient to equal the loss on 
retirement of the property, p. 290. 


Depreciation, § 32 — Sinking-fund reserves — Interest accumulation. 


4. The actual earnings on depreciation reservations must be considered in 
passing on rates for utility service, and, if depreciation is recovered from 
the customers of the utility through the sinking-fund method, it is only 
just that the actual earnings on depreciation reservations be recognized in 
determining the amount of depreciation to be borne by the customer or the 
return which he must pay on a proper rate base, p. 290. 


Depreciation, § 41 — Sinking-fund reserve — Interest rate — Condition of ap- 
proval — Report. 


5. Use of a 34 per cent sinking-fund interest rate was permitted in the case 
of a company which for a long time had used such rate, although it was in- 
dicated that earnings on the sinking fund would be in excess thereof, but it 
was provided that the company should compute and submit to the Commis- 
sion annually, as a supplement to the depreciation reserve schedules, the 
facts as to the actual earnings on depreciation reservations and the differ- 
ence between these actual earnings and the rate used, p. 290. 


[August 17, 1940.] 
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| pearerecigee= on motion of Commission of methods employed 
by public utility company in accruing annual depreciation ex- 
pense; sinking-fund method permitted to be used at specified 
interest rate subject to condition as to furnishing information. 


APPEARANCES: James D. Shaw, 
Attorney, for the company; H. T. 
Ferguson, Counsel, and A. R. Colbert, 
Chief, accounts and finance depart- 
ment of the Commission staff. 


By the Commission: On January 
29, 1938, the Milwaukee Electric 
Railway and Light Company and Wis- 
consin Electric Power Company filed 
sworn statements with the Commis- 
sion stating various reasons why the 
straight-line method of depreciation 
accounting was alleged to be not ap- 
plicable to their property. These 
statements were filed pursuant to Gen- 
eral Instruction 9 of the Uniform 
System of Accounts for Electric Utili- 
ties prescribed effective January 1, 
1938. That instruction of the Uni- 
form System of Accounts prescribes 
the straight-line method of deprecia- 
tion accounting but provides that if 
the depreciation method prescribed by 
the system of accounts was considered 
to be not applicable to the property of 
a utility, the utility should file with the 
Commission, within thirty days of the 
effective date of the system of ac- 
counts, a sworn statement of the rea- 
sons why the methods prescribed were 
not applicable and a statement of the 
depreciation methods which in the 
judgment of the utility were applica- 
ble to its property. 

Subsequent to the institution of 
these proceedings the Milwaukee Elec- 
tric Railway and Light Company and 
Wisconsin Electric Power Company 
were merged on October 21, 1938, 
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and the possessor corporation took the 
name of Wisconsin Electric Power 
Company, by which name the respon- 
dent will be hereinafter designated, 
it being understood that it applies to 
the corporation as it now exists which 
owns all the electric property formerly 
held by the predecessor companies. 


On December 31, 1938, pursuant 
to the provisions of § 196.09, Stat- 
utes, and to General Instruction 9—A 
of the Uniform System of Accounts 
for Electric Utilities, Wisconsin Flec- 
tric Power Company submitted a plan 
for provision for depreciation, includ- 
ing separate depreciation rates for 
each plant account covering deprecia- 
ble property. This depreciation 
study was included as a part of these 
proceedings and action regarding the 
certification of these rates is necessary 
pursuant to the provisions of § 196.- 
09, Statutes. 

At the hearings held in March, 
1938, the evidence was directed to the 
merits of the straight-line and sink- 
ing-fund methods. Witnesses for the 
company testified regarding the sink- 
ing-fund method and claimed that it 
was better adapted to the property of 
the company. The chief of our ac- 
counts and finance department testi- 
fied in favor of the straight-line meth- 
od. No evidence was presented as to 
the rates of depreciation for the vari- 
ous classes of property or of the spe- 
cific interest rate to be used in connec- 
tion with the sinking-fund method. 
These matters were left to be disposed 
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of in connection with the filing of de- 

reciation rates for certification pur- 
suant to § 196.09, Statutes, which fil- 
ing, under the provisions of the uni- 
form system of accounts, was to be 
made not later than December 31, 
1938. 

[1] We need not appraise for the 
purposes of this proceeding the rela- 
tive merits of the straight-line or sink- 
ing-fund methods of accounting. Sub- 
section 7 of § 196.09, Statutes, pro- 
vides as follows: 

“If a public utility desires to ac- 
count for depreciation on a sinking- 
fund basis and the Commission deter- 
mines that such basis of accounting 
for depreciation may reasonably be 
employed, the Commission shall estab- 
lish, in the manner hereinbefore re- 
ferred to, the composite rate to be ap- 
plied to the aggregate fixed capital 
used for public utility purposes to de- 
termine the amount which shall be 
charged to operating expenses, and 
the interest rate applicable to the re- 
serve balance at which additional cred- 
its to the reserve shall be computed. 
In such cases the total amount to be 
credited to the reserve shall be the 
amount charged to operating expen- 
ses, plus the amount obtained by ap- 
plying the interest rate to the reserve 
balance. Public utilities which ac- 
count for depreciation on a sinking- 
fund basis shall be subject to the same 
restrictions and regulations in their 
accounting for the entire amounts to 
be credited to the depreciation reserve 
as are applicable to those public utili- 
ties which make the entire provision 
for depreciation by other methods per- 
mitted herein.” 

It will thus be seen that in the first 
instance we must determine only 
[19] 
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whether the sinking-fund method of 
depreciation accounting may reason- 
ably be employed and if it be deter- 
mined that such method may reason- 
ably be used we must establish the 
rates of depreciation under a sinking- 
fund basis. 

[2] Most of the utilities in the state 
prefer to use the straight-line method 
and all certifications of depreciation 
rates heretofore made under § 196.09, 
Statutes, have been on that basis. 
However, there is sufficient evidence 
that the sinking-fund method may 
reasonably be employed where the in- 
terest rate used is fixed at a proper lev- 
el or the actual earnings on deprecia- 
tion reservations are computed and 
made available for proper purposes in 
regulatory matters. This Commis- 
sion has used the method in a number 
of instances, particularly in earlier 
cases. The California and the Oregon 
Commissions use it consistently. It 
has been used in cases before the Su- 
preme Court, among these being Los 
Angeles Gas & E. Corp. v. California 
R. Commission, 289 US 287, 77 L ed 
1180, PUR1933C 229, 53 S Ct 637; 
Clark’s Ferry Bridge Co. v. Pennsyl- 
vania Pub. Service Commission 
(1934) 291 US 227, 78 L ed 767, 2 
PUR(NS) 225, 54 S Ct 427, and 
California R. Commission v. Pacific 
Gas & E. Co. (1938) 302 US 388, 
82 L ed 319, 21 PUR(NS) 480, 58S 
Ct 334. The method is recognized in 
many accounting textbooks as a 
means of accounting for depreciation. 

In view, therefore, of the use which 
has been made of the sinking-fund 
method in cases involving the depreci- 
ation of public utility property and the 
recognition of it by accountants as a 
basis of depreciation accounting, the 
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sinking-fund method cannot be held to 
be a method which may not reasonably 
be employed and we are of the opinion 
that the company is privileged to use 
it in accordance with § 196.09 (7), 
Statutes. We shall proceed, therefore, 
to a consideration of the depreciation 
estimated filed by the company on De- 
cember 31, 1938. 

[3] The depreciation rates filed 
were computed in accordance with a 
3$ per cent sinking-fund formula. 
Section 196.09 (7) provides that the 
Commission shall establish the inter- 
est rate to be used with the sinking- 
fund method. Accordingly, subse- 
quent to the filing of the depreciation 
estimates our staff made studies con- 
cerning the rate of interest to be used 
and numerous conferences were held 
with company representatives regard- 
ing this matter. 


[4, 5] It appears that the deprecia- 


tion reserve is invested primarily in 
utility plant. This is reflected by the 
following condensed balance sheet of 
the company as of December 31, 1939, 
prepared from the annual report to 
the Commission : 


Assets : 

Utility plant 

Other physical property 

Investments (chiefly in trans- 
portation subsidiary) 

Current assets (including $2,- 
527,699 temporary cash in- 
vestments ) 

Deferred debits, etc. 


$107,754,219 
2,998,084 


44,760,397 


9,255,823 
6,029,575 


$170,798,098 


Liabilities : 
Common stock 
Preferred stock 32,660,600 
Premium on capital stock .. 94,159 
Bonds 55,000,000 
Promissory notes 13,250,000 
Current liabilities ... 3,324,811 
Deferred credits ... 1,109 
Depreciation reserve 32,284,424 
Other reserves 8,941,577 


$21,000,000 


Contributions in aid of con- 
struction 


280,7 
Surplus “ 


3,960,656 
$170,798, 098 


In 1939 the electric operating jn. 
come of the company, with deprecia- 
tion calculated on a 34 per cent sink. 
ing-fund basis and with the annuity 
only included in operating expenses, 
was equal to about 7 per cent on elec- 
tric plant. In previous years the per- 
centage has been higher and on the 
average has exceeded 7 per cent over 
long periods. This is not to say that 
this percentage was the rate of earn- 
ings on depreciation reservations. 
However, since the depreciation re- 
serve is invested primarily in utility 
plant, it is certain that earnings on de- 
preciation reservations are substan- 
tially in excess of the 34 per cent in- 
terest rate proposed to be used and 
would approximate the rate of earn- 
ings on plant. 

In support of its contention that a 
3$ per cent sinking-fund interest rate 
is proper, the company points to the 
long-continued use of this rate. The 
method was commenced following the 
Commission order decided October 30, 
1919, 24 Wis RCR 1-39, PUR1920A 
361, in which a 34 per cent sinking- 
fund method was used by the Commis- 
sion. This case involved railway 
property and power property assigned 
to railway business. However, the 
company was permitted to set up de- 
preciation on its electric and heating 
property on a 3$ per cent sinking-fund 
basis. The principles of this sinking- 
fund method have been followed in 
the company’s accounting for nearly 
two decades. 

The company claims also that the 
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use of a higher sinking-fund interest 
rate would involve a much lower 
charge to operating expenses and 
might create unfavorable reaction on 
the part of investors when comparing 
current depreciation reservations with 
those heretofore made. It claims also 
that the depreciation reserve accumu- 
lated under a higher sinking-fund in- 
terest rate would always be lower as a 
percentage of plant than a reserve pro- 
gressing in accordance with a 34 per 
cent sinking-fund formula and that 
the larger reserve accumulated under 
a 34 per cent interest rate would af- 
ford greater protection to the capital 
invested in the business. 

A further contention of the com- 
pany is that it is impractical to imme- 
diately invest depreciation funds in 
property additions and replacements. 
Although it is granted that the funds 
generally find their way into utility 
plant, it is alleged that there is a lag be- 
tween the date of collecting deprecia- 
tion reservations through revenues 
and their investment in plant. In ad- 
dition it is stated that there are times 
when depreciation reservations accu- 
mulate to some extent in liquid assets 
on which there are but little earnings. 

In further support of a low sinking- 
fund interest rate, the company claims 
that the rate must be fixed with regard 
to the future rather than the past and 
for an extended period of time. In 
recognition of the fluctuations of rates 
of return the company states that it is 
conservative financial practice to fix 
the sinking-fund interest rate suff- 
ciently low so that there is every pos- 
sible assurance that the rate specified 
in the formula may be earned on the 
depreciation reservations. The com- 
pany admits, however, that the actual 


earnings on depreciation reservations 
are significant and should be consid- 
ered by the Commission in judging 
the reasonableness of rates for utility 
service. 

We concur in this latter view. The 
true conception of the sinking-fund 
method is that an annuity be estab- 
lished which, together with the com- 
pound interest earnings on the reserva- 
tions, shall accumulate a sum sufficient 
to equal the loss on retirement of the 
property. In accordance with this 
principle, in theory at least, the actual 
rate of interest earnings should be giv- 
en effect in the sinking-fund formula. 
Practically, this is difficult and may 
be undesirable in the long run. The 
actual earnings on depreciation reser- 
vations cannot be forecast precisely 
and it is difficult to adapt a fluctuating 
rate of interest to the sinking-fund 
formula. Further, if the interest rate 
be fixed too high the depreciation re- 
serve may accumulate at too slow a 
rate. Also a high interest rate used 
in a sinking-fund formula postpones 
the heaviest depreciation charges, an- 
nuity, and interest, to the last year’s 
life of the property, concerning which 
depreciation estimates are most unreli- 
able and when net income obtained 
from the property may be at its lowest 
point. 

Unquestionably, however, the actual 
earnings on depreciation reservations 
must be considered in passing on rates 
for utility service. If depreciation is 
recovered from the customers of the 
utility through the sinking-fund meth- 
od it is only just that the actual earn- 
ings on depreciation reservations be 
recognized in determining the amount 
of depreciation to be borne by the cus- 
tomer or the return which he must pay 
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on a proper rate base. Unless these 
earnings are considered and the cus- 
tomer’s interest protected by giving 
the earnings their due weight in fixing 
rates for utility service, the utility 
gains by the difference between the ac- 
tual earnings on depreciation reserva- 
tions and the 34 per cent sinking-fund 
interest rate. 

There are various ways in which the 
customer’s interest can be preserved. 
One method is to set the sinking-fund 
interest rate high enough to at least 
reasonably approximate the actual re- 
turn on depreciation reservations. A 
second method is to include both the 
annuity and the interest in depreciation 
expense and to deduct the depreciation 
reserve in computing a book rate base. 
A third method is to credit operating 
income used for return purposes with 
the earnings on depreciation reserva- 
tions in excess of the 3} per cent in- 
terest rate and to calculate the returns 
on an undepreciated rate base. 

We do not feel it necessary to decide 
at this time what is the proper consid- 
eration to be given to the sinking-fund 
method in a proceeding involving the 
utility’s service rates. We are con- 
vinced, however, that actual earnings 
on depreciation reservations should be 
given substantial weight and that it is 
necessary that the full facts concerning 
the depreciation reserve and the earn- 
ings on depreciation funds be readily 
available to the Commission. Accord- 
ingly our certification of depreciation 
rates issued herein will provide that 
the company shall compute and submit 
to the Commission annually, as a sup- 
plement to the depreciation reserve 
schedules contained in the financial re- 
port to this Commission, the facts as 
to the actual earnings on depreciation 
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reservations and the difference by. 
tween these actual earnings and the 3} 
per cent sinking-fund interest rate 
Subject to this condition we beliey 
that a certification of depreciation 
rates on a 34 per cent sinking-fund 
basis may be made as all pertinent facts 
concerning the depreciation method 
and the earnings on depreciation reser. 
vations will be in the Commission's 
files for all proper purposes in any pro- 
ceeding involving the company’s rates, 
rules, or practices. 

The service life and net salvage esti- 
mates submitted by the company have 
been reviewed by our staff although no 
detailed check of the estimates has been 
made. Based on this general review 
the staff is of the opinion that the esti- 
mates submitted are within the zone of 
reasonableness. Accordingly we be- 
lieve the statutory findings may be 
made and the depreciation rates cer- 
tified. Changes in the rates may be 
made from time to time as further ex- 
perience warrants and we recommend 
continued study of retirement experi- 
ence of the company to the end that 
depreciation expense charges may re- 
flect current estimates based on the 
latest available information. 


Findings 


The Commission finds: 

1. That the sinking-fund basis of 
accounting for depreciation may rea- 
sonably be employed and a 34 per cent 
sinking-fund interest rate may be used. 

2. That in order that the Commis- 
sion shall have complete information 
concerning the earnings on deprecia- 
tion reservations for all proper pur- 
poses in a proceeding involving the 
rates, rules, or practices of the utility, 
the actual earnings on depreciation 
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reservations and the excess of such 
actual earnings over the theoretical 
earnings calculated by the use of the 
interest rate assumed in the sinking- 
fund formula should be reported to the 
Commission for each year, commenc- 
ing with the year 1940, in the annual 
report of the utility to the Commis- 
sion. 


3. That the estimates of deprecia- 
tion rates computed on a 34 per cent 
sinking-fund basis, as set forth in the 
schedule hereto annexed and made a 
part hereof, are reasonable and proper 
for use in accounting for depreciation 
in accordance with the provisions of 


§ 196.09, Statutes. 
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Re Navarro Broadcasting Association 


[Docket No. 5839, B-118.] 


Radio, § 6 — Revocation of license — Public interest — Delinquency of licensee. 
The Commission, in determining whether to revoke the license of a radio 
broadcast station for false representations to the Commission and other vio- 
lations of the Communications Act, must be guided by its primary duty to 
the listening public, and discipline should not be inexorably applied when 
station licensees demonstrate to the Commission that they are ready to act 


in good faith. 


(Payne, Commissioner, dissents.) 
[September 5, 1940.] 


| | EARING on revocation of license to operate radio broadcast 
station; order revoking license revoked. 


APPEARANCES: Beauford Jester 
and Julius C. Jacobs, Corsicana, Tex- 
as, on behalf of respondents; George 
B. Porter and Hugh B. Hutchison 
on behalf of the Commission. 


By the Commission: This pro- 
ceeding arose upon an order issued by 
the Commission on February 7, 1940, 
revoking the license of the respond- 
ents, J. C. West and Frederick Slau- 
son, a partnership doing business as 
the Navarro Broadcasting Associa- 
tion, to operate broadcast station 
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KAND. The respondents duly re- 
quested a hearing which was held on 
April 23, 24, 25, and 26 before Com- 
missioner George Henry Payne in 
Dallas, Texas, on the following issues: 

(1) That the original construc- 
tion permit and station license were 
issued by the Commission upon false 
and fraudulent statements and repre- 
sentations and because of the failure 
of the applicants to make disclosures 
to the Commission concerning the fi- 
nancing of station construction; and 
the operation, ownership, manage- 
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ment and control thereof by James G. 
Ulmer and Roy G. Terry, either or 
both, in violation of the provisions of 
the Communications Act of 1934, as 
amended, and the Rules and Regula- 
tions of the Commission ; and 

(2) That the rights granted to the 
Navarro. Broadcasting Association 
(J. C. West, president) in and by the 
terms of the station license have been 
by it transferred, assigned, or other- 
wise disposed of, without the consent 
in writing of this Commission, in vio- 
lation of the provisions of the license 
and of the provisions of § 310(b) of 
the Communications Act of 1934, 47 
USCA § 310(b), as amended. 

The Commission finds that these 
respondents misrepresented to the 


Commission their intentions as to the 
financing, construction, control, and 
operation of the station in securing 
their original construction permit and 


station license. In addition the Com- 
mission finds that they transferred the 
rights granted them to James G. UI- 
mer and Roy G. Terry without the 
consent of this Commission, in viola- 
tion of § 310(b) of the Communica- 
tions Act. 

These facts taken alone would sup- 
port an affirmation of the Commis- 
sion’s Order of Revocation. There 
are other facts appearing in this rec- 
ord, however, which gives the Com- 
mission pause and which lead to a dif- 
ferent conclusion. 

These violations were committed by 
the respondents either prior to the 
commencement of the operation of this 
station or within less than six months 
thereafter. Though ignorance of the 
law is no excuse, yet their conduct 
must be viewed in its true light as 
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that of men at the outset of their ca. 
reer in radiobroadcasting without any 
previous experience with the Commis. 
sion. 

On November 6, 1937, Ulmer and 
Terry in consideration of the payment 
of $6,000 by the respondents “te. 
leased, relinquished, and quitclaimed” 
to the respondents all their interest in 
this station. Thus, within six months 
of the time Station KAND began to 
operate the respondents had obtained 
full control of the station and ended 
all affiliation of James G. Ulmer and 
Roy G. Terry therewith. Since that | 
time, in so far as may be ascertained 
from the record of these proceedings, 
Station KAND has been operated by 
the respondents in the interest of the 
public in that area. Accordingly, this 
station, which began its program tests 
on May 17, 1937, and was issued its 
station license and began operation on 
June 1, 1937, has been operated since 
November 6, 1937, in full compliance 
with the representations made by re- 
spondents to this Commission. There 
is nothing in this record to indicate 
that the respondents, if permitted by 
this Commission, will not continue to 
operate in the public interest as they 
have done since November 1937. 

In determining whether to revoke 
the license of a radio broadcast sta- 
tion for false representations to the 
Commission and other violations of 
the Communications Act, the Com- 
mission is faced with competing con- 
siderations. The Commission’s pri- 
mary duty is to the listening public 
and, in dealing with a licensee, the 
Commission must be guided by this 
primary duty. On the other hand, if 
the Commission is to carry out its 
function of granting and denying ap- 
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plications for licenses, it must obtain 
true and accurate information from 
those who seek to operate radio sta- 
tions and must take disciplinary action 
against those who make false repre- 
sntations to the Commission. But 
discipline should not be inexorably ap- 
plied when station licensees demon- 
strate to the Commission, as these 
respondents have now done, that they 
are ready to act in good faith. 

To revoke their license at this time 
would deprive the community of the 
service of this station when there is 
no reason to believe that the respond- 
ents will not continue to operate it in 
the public interest. From their con- 
duct since 1937 and from their good 
reputation in their community, the 
Commission feels that the respondents 
may be trusted with the public respon- 
sibilities contained in an authorization 
to continue to operate Station KAND. 

In view of these facts, the Commis- 
sion feels that public interest will be 
served by revoking its previous order 
of revocation, reserving all rights, 
however, to incorporate the facts de- 
veloped in these proceedings in any 
future proceeding involving this sta- 
tion. 

Accordingly, it is ordered this 5th 
day of September, 1940, that the 
Commission’s order of February 7, 
1940, revoking the license of Station 
KAND, be, and hereby is, revoked. 


PAYNE, Commissioner, dissenting: 


I disagree with the action taken by 
the Commission in dismissing the rev- 
ocation order in the Navarro Broad- 
casting Association case issued on 
February 7, 1940. In my opinion the 
charges made by the Commission in 
this order are fully established by the 
record of the hearing at which I pre- 
sided. Nothing has happened since 
the hearing to change my mind. 


This case is not so dissimilar from 
the Eagle Broadcasting Company, 
Inc., Case, Station KGFI, Browns- 
ville, Texas, in which the Commission 
affirmed the revocation order, as to 
justify contrary action. 


If J. C. West and Frederick Slauson 
were animated by good faith they 
would have filed voluntarily the con- 
tract of September 14, 1937, between 
themselves and Ulmer, covering the 
operation of Station KAND. This 
they failed to do. With the dismissal 
of the revocation order these people 
who, in my opinion, have been guilty 
of many infringements of the act and 
regulations, go scot free. 


The decision of the Commission in 
the Westinghouse case this week, 
from which I also dissented and which 
has been followed in the present case, 
is in my opinion a very bad precedent 
and may give the Commission a great 
deal of perturbation in the future. 
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UNITED STATES DISTRICT COURT, E. D. LOUISIANA, 
NEW ORLEANS DIVISION 


John J. Fogarty 


Southern Bell Telephone & Telegraph 


Company, Incorporated 


[No. 331.] 
(34 F Supp 251.) 


Service, § 134 — Discontinuance — Illegal use of telephones — Race-track in- 
formation. 
1. A telephone company is justified in discontinuing service to one whom 
it believes to be using its facilities to gather and disseminate racing news 
in violation of state laws, p. 302. 
Statutes, § 5 — Presumption as to validity — Telephone service denial — Racing 
News. 
2. A telephone company may rely upon every legal presumption in favor 
of the validity of a statute making it unlawful to distribute racing news out- 
side the enclosure of a licensed track, in determining whether or not it, 
as a public utility, can discontinue service to one gathering and disseminat- 
ing such information by phone in violation of the statute, p. 303. 
Service, § 134 — Discontinuance — Illegal use of telephones — Racing news — 
Statutory prohibitions. 
3. A telephone company, in determining that it is justified in discontinuing 
service to one who is using its facilities to gather and disseminate racing 
news outside the enclosure of a licensed track, could consider the fact that if 
a statute making such distribution unlawful is unconstitutional, then a 
former act which the act in question was intended to amend and reénact 
still subsisted, p. 303. 

Service, § 134 — Discontinuance — Illegal use of telephones — Official warning. 
4. A telephone company, in determining that it is justified in discontinuing 
service to one using its facilities to gather and disseminate racing news, 
could consider a warning, received from the United States Attorney Gen- 
eral’s office, that it would be made to face criminal proceedings if such 
phone service were not discontinued, p. 303. 


[August 14, 1940.] 
«gehts for injunction restraining telephone company from 
discontinuing service to subscriber believed to be engaged in 
business of disseminating race-track news; demed. 
> 
APPEARANCES: T. Semmes Walms- Mayo, all of New Orleans, La., for 
ley, of New Orleans, La., for plaintiff; defendant. 
J. C. Henriques and Henriques & 
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CarLLouET, D. J.: John J. Fogarty 
fled his petition in the civil district 
court for the parish of Orleans, pray- 
ing: 

1. For a temporary restraining or- 
der against the Southern Bell Tele- 
phone and Telegraph Company, Inc., 
its officers, agents, servants, and em- 
ployees, from in any manner interfer- 
ing with, or preventing, him from 
receiving the telephone service that he 
had been theretofore receiving through 
utilities furnished by the said com- 
pany, etc. ; 

2. For a preliminary injunction en- 
joining, restraining, and prohibiting 
the said company and persons from in 
any manner interfering with, or pre- 
venting, him from receiving and se- 
curing said service, etc. ; 

3. For judgment recognizing peti- 
tioner’s right to receive the said tele- 
phone service, and for a permanent in- 
junction perpetuating the preliminary 
injunction in question, etc. 

The petition specifically alleges that 
he “is engaged in the business of pub- 
lishing and selling a newspaper which 
disseminates sports news to subscrib- 
ers therefor, and in connection there- 
with he renders a daily service to his 
subscribers by giving free and up-to- 
date last-minute news to all of his 
subscribers.” 

He further alleges that the telephone 
service furnished by the defendant 
company is used, for both local and 
long-distance “calls, for gathering 
and disseminating news and informa- 
tion for petitioner, and is an indispen- 
sable part of his business, and is nec- 
essary to the publication of his news- 
paper.” 

His petition then continues to the 
effect that the Southern Bell Tele- 
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phone and Telegraph Company, Inc., 
is a public utility, which is required by 
law to furnish service in the New Or- 
leans commercial area to subscribers 
who are “conducting lawful enterpris- 
es, such as conducted by petitioner,” 
where the subscribers have paid for 
such service, as he, himself, has. 

He then alleges that the defendant 
company has notified him that all of 
the telephone service, so duly paid for 
by him, will be discontinued by a cer- 
tain date, and that such threatened 
discontinuance, if put into effect, (a) 
“will disrupt, interfere with, and com- 
pletely stop the business which your 
petitioner is engaged in and prevent 
his publishing the news, as he has no 
other means of acquiring and prompt- 
ly disseminating the information 
gathered through the present means 
of telephone”; (b) will constitute a 
breach of his contract for service with 
said defendant company; (c) will de- 
prive petitioner of his means of live- 
lihood, and will, therefore, deprive him 
of his property without due process of 
law. 

The petition then furthermore al- 
leges that the “interference with plain- 
tiff’s business is an interference with 
and abridges the rights of the free- 
dom of the press in securing and pub- 
lishing its news.” 

In addition to all of the foregoing, 
the petitioner then alleges that, as an 
inducement to subscribe for his pub- 
lication, held out by him to many per- 
sons “in New Orleans and the vicin- 
ity,’ he gives them “free of cost, a 
news service whereby he keeps them 
informed upon their calling him on 
any sport news that occur during the 
day,” and that discontinuance of his 
said paid-for telephone service “will 
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interfere with the carrying out of his 
contract and will impair his obligation 
with your petitioner’s subscribers.” 

Threatened irreparable injury and 
lack of adequate remedy at law to pro- 
tect himself against such injury 1s 
finally alleged. 

A restraining order, coupled with 
the usual rule to show cause why a 
preliminary injunction should not is- 
sue, was granted by the state court 
upon the faith of said petition and the 
plaintiff’s thereto subjoined affidavit, 
specifically setting forth as follows: 
“Your proponent further declares 
that he does publish a newspaper and 
furnish to his subscribers a news serv- 
ice in the city of New Orleans; that 
he gathers his news by means of the 
telephone herein subscribed for in con- 
nection with the news published in said 
publication; that in order to keep his 
subscribers supplied with up-to-date 
last minute sports information, he cor- 
rects any news contained in said pub- 
lication with any last minute changes 
that may occur during the course of 
the day; and that said news service is 
therefore a current news service in 
which said telephones are an indispen- 
sable part; that he is under contract 
to deliver the information secured and 
disseminated by him through his pub- 
lication ; that if he is not permitted to 
receive said information by telephone 
same will interfere with his contrac- 
tual obligations and that if said tele- 
phones are discontinued his publica- 
tion will be forced to stop and that 
same will disrupt his entire work and 
he will have no means of securing said 
data, or disseminating the up-to-date, 
last-minute news, thereby interfering 
with the freedom of the press; that 
your affiant has no remedy at law, and 
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that his loss will be irreparable unless 
an immediate temporary restraining 
order issue.” 

The petition for removal from the 
state court to this court next followed, 
before the arrival of the return day 
set in the rule nisi, and, in due course 
(the removal being effected on the 
ground of diversity of citizenship), the 
case was tried directly on the merits 
before this court (by agreement of 
the parties) upon the answer filed by 
the defendant company, which spe- 
cifically denied that petitioner Fogarty 
is engaged “‘in the business of publish- 
ing and selling a newspaper which dis- 
seminates sports news to subscribers 
therefor, etc.” 

The answer then charged that, in 
truth or in fact, Fogarty publishes,— 
not a “newspaper” but a mere race 
scratch sheet—and is engaged in dis- 
tributing and disseminating, by means 
thereof, as well as by and through de- 
fendant’s telephone service, to various 
and sundry places “outside the enclo- 
sure of a licensed race track,” infor- 
mation pertaining to race tracks, race 
horses, betting odds, forms, charts, 
etc. ; all, in violation of the law of the 
state of Louisiana. 

Additionally, by way of further 
answer, the defendant company alleged 
as follows: 

“Defendant asserts that it is a part 
of what is commonly known as the 
Bell System, which system is com- 
prised of the American Telephone and 
Telegraph Company and its associated 
companies; the constituent companies 
thereof, by means of and on their re- 
spective facilities and connections 
therefor and with the connecting com- 
panies furnish intrastate as well as in- 


298 





FOGARTY v. SOUTHERN BELL TELEPH. & TELEG. CO., INC. 


terstate Wire communications service 
throughout the United States. 

“Defendant further shows that pri- 
or to the notice of its intention to dis- 
continue the service of petitioner, it 
and wire companies in general were 
advised and warned by the Attorney 
General of the United States and oth- 
er Federal officers, by statements is- 
sued to the press and by and through 
correspondence between the Illinois 
Bell Telephone Company and the 
American Telephone and Telegraph 
Company, on one hand, and the said 
Federal officers on the other hand, all 
of which statements and correspond- 
ence defendant had knowledge of, that 
by rendering service to persons en- 
gaged in the business in which peti- 
tioner is engaged, defendant would vi- 
olate the laws of the United States and 
would cause itself to be subjected to 
criminal indictment and prosecution in 
the courts of the United States. De- 
fendant avers that it does not hold it- 
self out to serve, and cannot be com- 
pelled to serve, every person, firm, or 
corporation, if by giving such service 
it would or might subject itself or its 
employees to indictment or prosecution 
for the violation of the laws of the 
United States. 

“Defendant, therefore, asserts that 
it was and is reasonably apprehensive 
that to continue to furnish the service 
to petitioner which is described in the 
petition would or might subject de- 
fendant or its employees to criminal in- 
dictment and prosecution for viola- 
tion of the laws of the United States, 
and that by reason thereof defendant 
was and is lawfully authorized to dis- 
continue said service to petitioner.” 

On the trial, plaintiff Fogarty tes- 
tified that his business is that of “pub- 
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lishing sports papers,” and of furnish- 
ing information to some 10 “news 
agencies’ in the South. 

The “papers” that he publishes are: 

1. The “early or afternoon entry 
editions,” which (as P-1) is before 
the court, and sells for 15 cents, is a 
3-sheet (84x14) mimeographed 
document setting out the overnight 
race-track entries, the weather and 
track conditions, the jockeys, their re- 
spective weights, and the results of 
races on the preceding day, with 
scratches, payoffs, etc.; the average 
daily “circulation” of this scratch sheet 
is about 3,000. 

As “space-fillers’ on one such 
“morning edition’ before the court 
(P-1), appear scattered baseball re- 
sults ; this “news” occupies but a bare 
1 per cent (more or less) of the mime- 
ographed space ; 

2-the “morning edition,” which is 
before the court as ‘““P-2,” sells for 35 
cents, and has a daily circulation of be- 
tween 4,000 to 4,500; this exhibit, 
also, is a 3-sheet (84x14) mimeo- 
graphed document, and it sets out the 
condition of the weather and of the 
operating tracks, the respective races 
covered, the entries, jockies, weights, 
odds, scratches,—no other “news’’; 
and 

3-the printed “Crescent City News” 
(which is before the court as “P-3’’), 
with a circulation of 1,000 to 1,500; 
that, plaintiff Fogarty calls his “daily 
newspaper.” It is a 4-sheet (11-}” 
x 15”) paper, over three-fifths of 
whose news is such as pertains to horse 
racing, of a similar nature as the news 
carried in the two scratch sheets ““P—1” 
and 2 7? 

To gather the “racing news” mate- 
rial, so appearing in his said publica- 
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tions (which his petition refers to as 
his one newspaper ) and to furnish, as 
plaintiff represents, “a daily service to 
his subscribers by giving free and up- 
to-date last minute news to all of his 
subscribers,” plaintiff Fogarty main- 
tains 94 telephones at 803-804 Caron- 
delet building, in the city of New Or- 
leans, and 29 telephones at the Wells- 
Fargo Building. Four of the 94 are 
special long distance phones, over 
which no local service is had from the 
telephone company. Two of the 94 
(both locals) are in plaintiff’s private 
office, the remaining 92 (all upright, 
—not French type phones) are pyra- 
mided 3, 2, and 1, and are answered 
by 13 employees. 

The 29 phones in the Wells-Fargo 
buildings are used only in emergencies. 

All of these phones (or practically 
so) were in use before November 15, 
1939, which was the day upon which 
plaintiff Fogarty ceased to be the 
manager of Nationwide News Serv- 
ice ; it went out of business on or about 
that date, and he succeeded it. 

The greater number of these phones 
had all been subscribed for by him, 
under fictitious names, such as Mer- 
lin Shrimp Company, Houma Linen 
Company, Pelton Termite Company, 
Baxter Flour Company, Poydras Iron 
Works, J. T. Tile Company, Morgan 
Soap Company, Acme Housecleaning 
Company, etc. Twenty-one of the 94 
in the Carondelet building and 15 of 
the 29 in the Wells-Fargo building, 
stood in the names of Frank Mulkern, 
or A. Lupo, respectively, both of whom 
had been also employed by the Nation- 
wide News Service and both of whom 
continued in plaintiff’s employ when 
the said Nationwide News Service 
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discontinued business and was succeed- 
ed by plaintiff. 

The phones were so subscribed for 
because (so plaintiff Fogarty testified) 
the telephone company refused to sery- 
ice the Nationwide News Service and 
suggested the taking out of the sery- 
ice contracts in that way ; the company 
required affidavits to the effect that 
the desired service would not be used 
for illegal purposes, said the witness; 
apparently (the witness sought to 
leave the impression) the telephone 
company was not disposed to openly 
service the Nationwide News Service 
because of its known illegality. 

The difference between that busi- 
ness and his own (by which it was 
succeeded), so contended plaintiff 
Fogarty on the stand, lay in this, to 
wit: the Nationwide News Service 
had no publications like his; it “got out 
no advertisement,” whilst (he said) 
he does; it called up its subscribers to 
furnish them “racing service,” and 
(he said) he does not—the subscrib- 
ers call him up. 

Fogarty’s “subscribers” to his two 
scratch sheets and his one “newspa- 
per” pay no subscription price, but 
each week the “subscribers” purchase 
and pay for as many scratch sheets or 
“newspapers” as they elect. No rec- 
ords of such weekly purchases are 
kept, but the plaintiff agreed to fur- 
nish and file in the record (in connec- 
tion with his testimony on cross-ex- 
amination) a list of his “subscribers,” 
with amounts paid, for the week next 
immediately preceding that of the trial. 
This he did do, and such list shows 
him to have had, for that week, sixty- 
one “subscribers,” who paid him sums 
ranging from the minimum of $10 to 
the maximum one of $400, respective- 
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ly, for an aggregate weekly income of 
$4,500. 

These “subscribers,” so plaintiff's 
testimony indicates, were all former 
“subscribers” of the defunct Nation- 
wide News Servite, of which he had 
been the manager. When he “took 
over” on November 15, 1939, he be- 
gan the publishing of his “sheets” and 
sent them to said former “subscrib- 
ers” regularly. He did not solicit 
their “business”—they, on the con- 
trary, came to him. 

Plaintiff's testimony is that the 
larger portion of his business is “horse 
racing,” and that were it not for that, 
he would not have need of the extraor- 
dinary service equipment of 94 ac- 
tive telephones and the reserve emer- 
gency force of 29 additional, the serv- 
ice and toll charges as to which cost 
him during April, 1940, approximate- 
ly $5,000; and for which the defend- 
ant telephone company yearly collects 
from him an aggregate sum exceed- 
ing $25,000. 

By means of his four special long- 
distance phones, the plaintiff gathers 
his racing news from the country’s 
race tracks and then disseminates the 
same from and through his telephone 
equipment in New Orleans to his “‘sub- 
scribers,” practically all of whom are 
to be found in the city or within its 
immediate vicinity; for instance, no 
more than seven of his sixty-one 
“subscribers” for the week ending 
May 6, 1940, being located beyond the 
borders of the state of Louisiana. 

Dissemination of this “phone-gath- 
ered” racing news also takes place by 
means of plaintiff’s two scratch sheets 
and his one “newspaper,” but these 
“publications” are plainly but the sub- 
terfuge “difference” in the operation 


of the race news dissemination system 
conducted by Fogarty, owner, and the 
former one of Nationwide News Serv- 
ice, of which he had charge as mana- 
ger. 

The plaintiff insists that the phone 
service which the defendant company 
threatens to discontinue is an ab- 
solute necessity for the continued con- 
duct of his business, “the biggest por- 
tion” of which, he testifies, is “horse 
racing.” 

He gives racing news over the phone 
to restaurants, saloons,—to anyone; 
it makes no difference to him who 
calls for such information over the 
phone, whether it be a handbook op- 
erator or not. He “guesses” that such 
“handbooks” do so seek such informa- 
tion from him, but (so he says), he 
doesn’t “know positively” that they 
do. 

Of his “subscribers,” the one of 
them who was called to the stand by 
the defendant company admitted that 
he “booked racehorses” and was a 
“subscriber” to plaintiff Fogarty’s 
“scratch sheets,” for which he paid 
between $90 and $125 per week; he 
secured, he said, the needed informa- 
tion for the carrying on of his “book 
business” from these scratch sheets, as 
well as orally, by telephone service 
from the Fogarty establishment. He 
has a particular phone call number as- 
signment, the evidence in this connec- 
tion being that nearly all (if not all) 
of the 121 telephones rented by plain- 
tiff Fogarty are not listed in the tele- 
phone directory. When he, the wit- 
ness, Jules Rimbolt, calls the Fogarty 
establishment, he secures, for instance, 
the race results on a particular track 
and is informed as to the “pay-off,” 
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which thereupon governs his own pay- 
off of the racing bets in his ‘“‘book.” 

The defendant company offered 
satisfactory and sufficient evidence in 
support of its contention that it has 
reasonable grounds to suspect the ille- 
gality of the plaintifi’s “improved” 
system of disseminating race-track 
news, but plaintiff insists that the op- 
eration of his system does not violate 
any law. 

He contends that Act No. 13 of the 
1934 2nd Extraordinary Session of 
the Louisiana legislature (which 
amended and re-enacted Act No. 26 of 
the 1934 1st Extraordinary Session) 
and which first makes it “ un- 
lawful for any person or persons, firm, 
or corporation whatsoever to distrib- 
ute, disseminate, make known, advise, 
or spread, or otherwise, by means of 
telephone, telegraph, radio, or in any 
other manner make known to pool 
rooms, bar rooms, saloons, restau- 
rants, gambling houses, or any other 
place outside the enclosure of a li- 
censed race track, any information of 
whatever kind, pertaining to any race, 
race track, race horse, betting or bet- 
ting odds, form charts, or any infor- 
mation relative or incidental thereto,” 
and then provides as follows, to wit: 
“8 the provisions of this act shall 
not apply to any newspaper published 
daily and consecutively for one year 
prior to the adoption of this act. Any 
newspaper published daily and con- 
secutively for one year prior to the 
adoption of this act may receive by 
telephone, or telegraph, or otherwise, 
and may distribute, disseminate, make 
known, or spread, through its col- 
umns, any and all information per- 
taining to any race track, race, race 
horse, betting odds, form charts, or 
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any information relative thereto,” ej- 
ther does not apply to him or is uncon- 
stitutional. 

It is unconstitutional, the plea filed 
by him on the trial urges, because: 

“(a) It is in violation of the Four- 
teenth Amendment of the Constitu- 
tion of the United States because it 
denies your petitioner the equal pro- 
tection of the laws guaranteed to him. 

“(b) That said act is an unwar- 
ranted and unlawful interference with 
interstate commerce. 

“(c) That said act violates the First 
Amendment of the Constitution ot 
the United States and Art. 1, § 3 of 
the Constitution of the state of Lou- 
isiana by curtailing or restraining the 
liberty of speech and of the press. 

“(d) That said act is discrimina- 
tory and deprives your petitioner of 
rights granted to others. 

“(e) That said act is not general 
in its scope and grants special privi- 
leges denied to your petitioner.” 


The plaintiff makes out no case for 
the interposition of the equity power 
of this court, the court’s findings of 
fact and conclusions of law being: 


Findings of Fact 


[1] 1. The defendant, Southern 
Bell Telephone and Telegraph Com- 
pany, Inc., is a public utility. 

2. The defendant believed that the 
telephone equipment by it furnished 
to the plaintiff J. J. Fogarty, was ac- 
tually being used by him for illegal 
purposes, and against the public policy 
of both the United States of America 
and the state of Louisiana. 

3. It justified the threatened dis- 
continuance of the plaintiff’s telephone 
service by reason of said belief. 
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Conclusions of Law 


[2-4] 1. Even in the face of plain- 
tiff's charged unconstitutionality of 
Act No. 13 of the 1934 2nd Extraor- 
dinary Session of the Louisiana legis- 
lature, the defendant company could 
rely upon every possible legal pre- 
sumption in favor of the statute’s 
validity (Union P. R. Co. v. United 
States [1879] 99 US 700, 718, 25 L 
ed 496, 498) in determining wheth- 
er or not it, as a public utility, could 
justify its discontinuance of plaintiff's 
telephone service under the state of 
facts confronting it. 

2. The defendant company, in so 
determining, could also consider the 
fact that were such act unconstitution- 
al (as contended for by plaintiff), then 
the former Act No. 26 of the 1934 Ist 
Extraordinary Session of the Louisi- 
ana legislature which said legislature 
intended to amend and réenact by the 
attempted enactment of the amenda- 
tory Act No. 13 aforementioned, still 
subsisted and its terms provided that 
itwas “ unlawful for any per- 
son or persons, firm, or corporation 
whatsoever to distribute, disseminate, 
make known, advise, or spread, or oth- 
erwise, by means of telephone, tele- 
graph, radio, or in any other manner 
make known to pool rooms, bar rooms, 
saloons, restaurants, gambling houses, 
or any other place outside the enclo- 
sure of a licensed race track, any in- 
formation of whatever kind, pertain- 
ing to any race, race track, race horse, 
betting or betting odds, form charts, 
or any information relative or inciden- 
tal thereto.” 


3. The defendant company in so de- 
termining, could also consider the pro- 
visions of Act No. 127 of the 1920 
Session of the Louisiana legislature, 
the constitutionality of which was up- 
held by the supreme court of Louisi- 
ana in the case of State v. Mustachia 
(1922) 152 La 821, 94 So 408. 

4. The defendant company, in so 
determining, could also consider the 
warning that it received from the 
United States Attorney General’s of- 
fice, relative to the probability of de- 
fendant’s being made to face criminal 
proceedings if the Fogarty phone serv- 
ice were not discontinued. 

5. Defendant was legally justified 
(under the facts which were known 
to it at the time that it notified plain- 
tiff of the contemplated discontinuance 
of his telephone service) in believing 
that its continued furnishing of such 
service was, at least, contrary to the 
public policy of both the United States 
of America and the state of Louisi- 
ana, if not illegal. 

6. Reasonable grounds still exist to 
justify the determination of the de- 
fendant company to no longer service 
the plaintiff’s race-track news dissemi- 
nation system, and the company should 
not be enjoined against putting its 
threat of discontinuance into effect. 

7. Under the testimony and the 
evidence, the plaintiff is entitled to 
none of the relief which he seeks from 
this court, sitting as in equity, and his 
prayer must, therefore, be denied. 

Judgment may, accordingly, be en- 
tered for the defendant company, as 
prayed for in its answer. 
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SECURITIES AND EXCHANGE COMMISSION 


Re Walter H. Pollak, Trustee of Associated 
Gas & Electric Company 


[File No. 70-131, Release No. 2274.] 


Security issues, § 15.1 — Powers of Federal Commission — Terms and condi- 
tions — Trustee’s certificates. 
1. The Securities and Exchange Commission has power to impose terms 
and conditions in any order permitting a declaration to become effective 
under § 7 of the Holding Company Act, 15 USCA § 79 g, and trustee’s 
certificates issued in the course of a reorganization under the Bankruptcy 
Act bear no special immunity in this regard, p. 306. 


Security issues, § 120 — Terms and conditions — Trustee’s certificates. 


2. Imposition, by the Securities and Exchange Commission, of conditions 
upon approving a declaration as to the issuance of trustee’s certificates in 
a reorganization proceeding was deemed unnecessary except as to the 
condition that such securities should be issued only if and to the extent 
authorized by the bankruptcy court, where the views of the court as to 
the proper functions of the trustee appeared to coincide with those of 
the Commission, and where the Commission as a party in interest in the 
reorganization and as a regulatory body would have further supervision 
in the matter, p. 307. 


[September 4, 1940.] 


ig under § 7 of the Holding Company Act 
covering the tssuance and sale of trustee’s certificates; 
declaration approved. 
¥ 


APPEARANCES: Walter H. Pollak, Electric Company, has filed a declara- 


Samuel J. Silverman, and Joseph F. 
Monaghan, for Walter H. Pollak, 
Trustee of Associated Gas and Elec- 
tric Company; Lewis M. Dabney, Jr., 
for the Public Utilities Division of the 
Commission; Jack Lewis Kraus, II, 
and David C. Colladay, for the Gen- 
eral Protective Committee for Se- 
curity Holders of Associated Gas and 
Electric Company. 


By the Commission: Walter H. 
Pollak, trustee of Associated Gas and 
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tion pursuant to § 7 of the Publie Util- 
ity Holding Company Act of 1935, 
15 USCA § 79g, covering the issuance 
and sale of $200,000 principal amount 
of trustee’s certificates. 

On January 10, 1940, Associated 
Gas and Electric Company (herein- 
after called AGECO) and its direct 
subsidiary, Associated Gas and Elec- 
tric Corporation (hereinafter called 
AGECORP), filed voluntary petitions 
for reorganization under Chap. X of 
the Bankruptcy Act. AGECO hold- 
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igs in AGECORP consist almost 
yholly of common stock and junior 
febt obligations. AGECO’s position 
inthe AGECORP reorganization will 
iepend to a considerable extent on 

whether it can sustain a claim it asserts 
wainst AGECORP arog out of the 
o-called recap plan." AGECORP 
tolds stock in various subholding com- 
panies which in turn hold the stock of 
almost all the operating companies in 
the system either directly or through 
other subholding companies. 

On March 2, 1940, the declarant 
was appointed trustee for AGECO by 
the Honorable Vincent L. Leibell, 
United States district judge for the 
southern district of New York. Sepa- 
rate trustees were appointed for 
AGECORP. 

The proposed certificates are to be 
sold in order to obtain funds for the 
administration of the estate. They 
will be issued only after authorization 
of the court under § 116(2) of the 
Bankruptcy Act, 11 USCA § 5163 
Application was made to the court for 
leave to issue these certificates and 
a hearing was held on August 12, 
1940. At the hearing no objection 
was made to the issuance of the cer- 
tificates except that counsel for the 
Commission referred to the necessity 
for an order of the Commission under 
§ 7 of the Public Utility Holding 


Company Act, supra. No evidence 
was taken and the matter is pending 
before the court. 

The certificates to be issued are as- 
signable, will bear interest at a rate 
not to exceed 4 per cent per annum, 
and will mature within two years from 
the date of issuance with the right in 
the trustee to redeem at any time prior 
to maturity. They will rank on a 
parity with costs of administration and 
no additional trustee’s certificates, not 
subordinated to the present issue, may 
be issued unless all certificates of the 
present issue are redeemed. 

The trustee proposes to enter into a 
standby agreement with Lazard 
Freres & Co., investment bankers, un- 
der which the bankers will agree, for 
one year, to purchase at par any and all 
of the proposed certificates in multiples 
of $5,000. The trustees contemplates 
the issuance of $50,000 of the certifi- 
cates upon authorization and the bal- 
ance as funds are needed. 

After appropriate notice, a hearing 
on the declaration was duly held. 
Briefs were submitted and we heard 
argument. 

We find that the standards of § 7 
(e) and (g) are inapplicable to the 
proposed securities, and that, if the 
issue is authorized by the reorgani- 
zation court, the securities will comply 
with the standard of § 7(c).° The re- 





1See Note 5, infra. 

2That section reads: “Upon the approval 
of a petition, the judge may, in addition 
to the jurisdiction, powers, and duties herein- 
above and elsewhere in this chapter conferred 
and imposed upon him and the court 

(2) authorize a receiver, trustee, or debtor 
in possession, upon such notice as the judge 
may prescribe and upon cause shown, to is- 
sue certificates of indebtedness for cash, prop- 
erty, or other consideration approved by the 
judge, upon such terms and conditions and 
with such security and priority in payment 
over existing obligations, secured or unse- 


[20] 
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cured, as in the particular case may be 
equitable; . 

8 Section 7(c) — in part: “The 
Commission shall not permit a declaration re- 
garding the issue or sale of a security to be- 
come effective unless it finds that (1) such 
security is D) a receiver’s or trus- 
tee’s certificate duly authorized by the ap- 
propriate court or courts. . 

Our order will provide that it shall be 
effective only if, and to the extent that, the 
proposed securities are authorized by the re- 
organization court under § 116 (2) of the 
Bankruptcy. Act. 
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maining question is whether any ad- 
verse findings are required under § 7 
(d). 

Counsel for the Public Utilities Di- 
vision does not oppose the issuance 
of the certificates. He contends, how- 
ever, that adverse findings must be 
made under § 7(d) (2), (3), and 
(6) * unless our order permitting the 
declaration to become effective is ac- 
companied by conditions designed to 
secure the following: 

(1) that the proceeds of the sale of 
these certificates be used by the trus- 
tee principally in the prompt investiga- 
tion and prosecution of the so-called 
recap plan litigation; ° 

(2) that, in order to meet the 
standards of § 7(d) (2) and (6), 
and in the light of doubts as to the 
earning power of AGECO at a time 
when it is unknown whether AGECO 
will prevail in the recap plan litigation, 
all cash funds received by the estate, 
other than proceeds from the sale of 
trustee’s certificates and including 
cash now on hand, when adjudicated 
to be available for expenses of admin- 


istration, be immediately applied t, 
pay off the trustee’s certificates there 
tofore issued, and that such certificate 
be canceled and not reissued. 

The trustee contends (1) that the 
imposition of the type of conditions 
urged is not within the statutory pow- 
er of the Commission and would con- 
stitute a usurpation of the jurisdiction 
of the reorganization court, and (2) 
that, in any event, the proposed issue 
will comply with the standards of § 7 
(d) without the imposition of any 
such conditions.® 

[1] 1. Section 7(d) (1) provides 
that if the requirements of subsections 
(c) and (g) are satisfied, the Commis- 
sion shall permit a declaration under 
§ 7 to become effective unless it finds 
that the standards enumerated in § 7 
(d) (1) to (6), inclusive, have not 
been met. We have found that sub- 
section (g) is inapplicable here and 
that the requirement of subsection (c) 
is satisfied since the proposed security 
will be a “trustee’s certificate duly au- 
thorized by the appropriate court.” 
Under § 7(f) “any order” permitting 





4Section 7(d) reads in part: “If the re- 
quirements of subsections (c) and (g) are 
satisfied, the Commission shall permit a dec- 
laration regarding the issue or sale of a 
security to become effective unless the Com- 
mission finds that . . . (2) the security is 
not reasonably adapted to the earning pow- 
er of the declarant; (3) financing by the issue 
and sale of the particular security is not nec- 
essary or appropriate to the economical and 
efficient operation of a business in which the 
applicant lawfully is engaged or has an inter- 
est; . . . (6) the terms and conditions of 
the issue or sale of the security are detrimen- 
tal to the public interest or the interest of in- 
— or consumers.’ 

ECO and its security holders assert 
lets causes of action against AGECORP 
growing out of the so-called recap plan and 
antecedent transactions, which, if successfully 
pursued, would improve the position of 
AGECO and its security holders in the 
AGECORP reorganization. An outline of 
the recap plan is given in Associated Gas & 
E. Corp. (1940) 6 SEC —, Holding Company 


Act Release No. 1873. A description of the 
history of AGECO and a more detailed 
analysis of the recap plan and the financial 
transactions leading up to it are set forth in 
Part VII of the Commission’s Report on Pro- 
tective and Reorganization Committees. The 
term “recap plan litigation” is used here in 
the broad sense to cover all causes of action 
growing out of the recap plan and the trans- 
actions leading up to it. 

8 At the oral argument the trustee raised ad- 
ditional points directed to the constitutional- 
ity of the Public Utility Holding Company 
Act as applied in the particular case. It is, 
of course, well settled that an administrative 
body such as this Commission has no au- 
thority to refuse to apply the provisions of a 
statute which it is called upon to administer 
by reason of the asserted unconstitutionality 
of such provisions. See Panitz v. District of 
Columbia (App DC 1940) 112 F(2d) 39; 
Re Houston Nat. Gas Corp. (1938) 3 SEC 
664, 671, 25 PUR(NS) 1; Re Walston & Co. 
(1939) 5 SEC 12, 43. 
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, declaration to become effective “may 
tain such terms and conditions as 
e Commission finds necessary to as- 
wre compliance with the conditions 
gecified in this section.” Thus, it is 
dear that to assure compliance with 
he standards of § 7(d), we have the 
wwer to impose terms and conditions 
in “any order” permitting a declara- 
ion under § 7 to become effective. 
Trustee’s certificates bear no special 
immunity in this regard. The powers 
and duties conferred upon the Com- 
mission by the Congress with respect 
to the regulation of the issuance of se- 
urities of registered holding compa- 
ties are in no way diminished by the 
fact that the particular securities are 
trustee’s certificates issued in the 
curse of a reorganization under the 
Bankruptcy Act. A mere reference to 
various provisions of the Public Util- 
ity Holding Company Act makes it 
sem to us clear beyond any question 
that the Congress contemplated that 
the administration of registered hold- 
ing companies in bankruptcy should 
conform with the requirements of the 
at. Thus, § 11(f) of the act, 15 
USCA § 79k (f) expressly provides 
that any plan of reorganization for a 
registered holding company in the 
Federal courts should be submitted to 
the Commission for approval, and al- 
so expressly confers powers upon the 
Commission with respect to fees, ex- 
penses, and remuneration paid in con- 
nection with any such reorganization. 
Further references to the administra- 
tion of estates of registered holding 
companies are found in § 2(a) (2), 
(16), 15 USCA § 79b; § 7(c) (1) 
(D); and § 7(c) (2) (A). See also 
Re Utilities Power & Light Corp. 
(1939) 5 SEC 483, 512, 513; cf. Con- 
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tinental Illinois Natl. Bank & Trust 
Co. v. Chicago, R. I. & P. R. Co. 
(1935) 294 US 648, 685, 79 L ed 
1110, 55 S Ct 595. It is also of par- 
ticular significance that the Congress 
made no change in the Public Utility 
Holding Company Act when it revised 
the Bankruptcy Act in 1938. 

The further question remains as to 
whether in the particular case the im- 
position of terms or conditions is nec- 
essary to assure compliance with the 
standards of § 7(d). 

[2] 2. Although we have decided, 
for reasons hereinafter stated, that no 
conditions should be attached to our 
order except a condition that our order 
shall not be effective until, and except 
to the extent that, the court authorizes 
the proposed issue, the circumstances 
here seem to make certain observations 
important. That the AGECO trus- 


tee’s principal duty in the administra- 


tion of the AGECO estate is to direct 
the institution and prosecution of the 
recap plan litigation is not disputed. 
Among the possibilities of realizing 
assets for the AGECO security hold- 
ers this litigation is undoubtedly of 
chief importance. Moreover, until 
this litigation is consummated, it may 
well be impossible to prepare an in- 
telligent plan of reorganization for ei- 
ther AGECO or AGECORP. 
Counsel for the Public Utilities Di- 
vision suggests that to date the trus- 
tee has accomplished little in the way 
of preparing for, or even considering, 
this all-important litigation, and urges 
that unless there is some assurance 
that the proceeds of the proposed cer- 
tificates will be used to prosecute this 
litigation, and to administer the estate 
in an economical and efficient manner, 
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the standards of §§ 7(d) (3) and 7 
(d) (6) will not be met. 

The record shows that the trustee 
has been seriously hampered in the 
performance of his duties due to a 
lack of funds. But this lack of funds 
makes it all the more desirable that the 
proceeds of the proposed issue be con- 
served for the accomplishment of his 
essential functions. 

Although he was questioned at some 
length on the matter, the testimony of 
the trustee gives us no assurance that 
the proceeds of the proposed issue 
will be used for immediate and inten- 
Sive investigation and prosecution of 
the recap plan litigation. Rather, the 


record seems to indicate that he pro- 
poses to divert a considerable portion 
of these funds to matters which, in 
our view, constitute mere duplication 
of work to be performed by the 
AGECORP trusteeship and are not 
essential to the proper administration 


of the AGECO estate. Thus, he in- 
tends to use a part of the funds for 
research and investigation of problems 
connected with the financing, opera- 
tion, and management of the operating 
subsidiaries and the simplification and 
integration of system companies.’ 
These problems of the operating com- 
panies are presently being dealt with 
by the AGECORP trusteeship which 
is directly concerned with these mat- 
ters and is well equipped to handle 


them. It must be remembered that 
the AGECORP trusteeship is under 
the control of the same court which js 
directing the AGECO trusteeship. It 
is entirely appropriate that pursuant to 
the direction of the court, there be 
some division of functions between the 
two trusteeships and that duties with 
regard to the operating companies 
which the trustee of AGECO might 
have if AGECORP were not in bank- 
ruptcy, can be more properly handled 
through the AGECORP trusteeship, 
As noted below, the court has already 
sharply defined such a division of 
functions. 

The trustee also proposes to use a 
portion of the funds to conduct inde- 
pendent investigations under § 167 of 
the Bankruptcy Act, 11 USCA § 567 
to ascertain possible causes of action. 
Here, again, duplication results, for 
the court has appointed a special at- 
torney to conduct these investigations 
and resulting litigation for both trus- 
teeships. 

It would seem, particularly in view 
of the limited funds available and the 
huge job to be done, that economical 
and efficient operation of the estate 
requires the concentration of the pro- 
ceeds of the proposed issue in the 
performance of tlie trustee’s essential 
duties of prosecuting the recap plan 
litigation and participation in the 
AGECORP reorganization.’ An ob- 





7The record contains a 10-page “Outline 
of Work to be Done” prepared by the trus- 
tee. Pages 4 to 6 of this outline list the 
“Problems of subsidiaries” in the considera- 
tion of which the trustee proposes to devote a 
portion of the funds realized from the sale of 
the proposed certificates. 

Some of the topic headings under the sub- 
division are: 

Legal work of system; Economies in op- 
eration; Interlocking directorates; Refinanc- 
ing; Sale of properties; Mergers and elim- 
ination of unnecessary holding companies; 
35 PUR(NS) 


Metropolitan Edison accounting reorganiza- 
tion; Proceedings before various regulatory 
bodies—SEC proceedings; other Federal and 
state regulatory cases; Auditing of reports; 
Policy of trustees as to directing flow of 
dividends from subsidiaries. 

8 At one point in his testimony, the trustee 
does recognize that the scope of his duties 
is largely defined by these two problems: 


Q. I assume, Mr. Pollak, in your opinion 
the comparative importance of this recap plan 
litigation with the other duties is not in pro- 
portion to the amount of lines it covers in the 
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yous corollary of this view is that 
my diversion of these limited funds 
away from the trustee’s essential du- 
ies would impair the efficient admin- 
stration of the estate. 

We think that the problems of the 
operating companies are properly the 
encern of the AGECORP trustee- 


ship and not of the AGECO trustee- 
ship. This division of functions is 
required not only by reason of the 
more intimate corporate relationship 
of AGECORP to the operating com- 
panies, but also because AGECORP 
has the funds and the staff to carry on 
this work and AGECO has not.® 





memorandum? [Referring to a memorandum 
prepared by the trustee as an outline of work 
to be done. ] 

A. No; I should have thought that the re- 
ap function was one of the two great, specific 
fyctions of my trusteeship. 

Q. And what would you consider the other 
great, specific function ? 

A. The other would be the reorganization 
itself, that was connected with the recap plan. 


9This division of functions and the reasons 
therefore have been sharply defined by the 
court administering both estates. On August 
12, 1940, the trustees of AGECORP present- 
ean order authorizing the trustees to ac- 
quiesce in a capital contribution of Central 
U. S. Utilities Company, one of the subhold- 
ing companies in the AGECO system, of $1,- 
50,000 to its subsidiary Pennsylvania Elec- 
tric Company. After the transaction had been 
explained, Mr. Kraus, attorney for a com- 
mittee representing holders of AGECO deben- 
tures, suggested that the AGECO trustee join 
in the certificate. The following discussion 
took place: 

The Court: I think under the circumstan- 
ces I can sign the order in its present form. 
After all, the reason for it has been stated by 
Mr. Throop. These subsidiaries are the im- 
mediate subsidiaries of the corporation, As- 
sociated Gas and Electric Corporation, and as 
you know I have had the trustees keep an eye 
on all of the activities of the subsidiaries. 
That is essential to a proper administration 
of the estate of the corporation. So I sup- 
pose the trustees of the Associated Gas and 
Electric Corporation felt that under the cir- 
cumstances in view of the magnitude, as Mr. 
Throop has said, of this transaction they 
should get some specific authorization from the 
court. 

Mr. Kraus: I think that is highly proper, 
and I think Mr. Pollak should also give a 
specific authorization, because obviously I 
don’t think a transaction of this kind should 
be done without his knowledge and consent 
any more than that of the trustees of the 
corporation. 

Mr. Throop: Mr. Pollak had notice. 

The Court: Don’t you see, Mr. Kraus, if 
we are going to have both groups pass upon 
all these transactions I will have to build up 
a staff for Mr. Pollak which will be as large 
as the staff for the corporation. Now, the 
corporation has financial men; it has expert 
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economists and engineers, and everybody else 
to advise them on these things, and they have 
the direct contact with the subsidiary. Not 
Mr. Pollak; the trustees of the corporation 
have. 

Mr. Kraus: I will reserve for a future day 
a comment on that situation because at some 
appropriate time the committee and the se- 
curity holders of the Associated Gas and Elec- 
tric Company are going to present the em- 
phatic views that they have on that subject 
wee , but I do think, your Honor, in 
paragraph 1 of the order where your Honor 
authorizes Willard L. Thorp and Denis J. 
Driscoll of AGECORP that it should be Wil- 
lard L. Thorp and Denis J. Driscoll of 
me and Walter H. Pollak of AGE- 

The Court: In view of the division of re- 
sponsibility that we have already set up in 
relation to these two trusteeships, and without 
thereby attempting to indicate in advance the 
superior equities of one or the other in any 
of the subsidiaries, ] think I should sign the 
order in its present form, or else we have 
got to be prepared to set up a very large or- 
ganization of the trustee of the company, and 
he has not enough money to pay his present 
C#PENSES. 2 se 


Mr. Kraus: I should be the last to criticize 
Mr. Pollak and his staff. I do think it lamen- 
table, and shall have something to say later 
about the fact, that were they all, as un- 
doubtedly they are, true geniuses they are 
still undermanned and ill-equipped to meet 
the burning problems and difficult questions 
that they have to solve. All your Honor has 
to do is to compare the list of the staffs of 
AGECO and AGECORP. Everybody on 
that staff of AGECORP, in my opinion, is 
absolutely essential in doing a good job. But 
how can AGECO present the issues that have 
to be met without an accountant on their staff 
without a number of other people that are 
clearly necessary ? 


The Court: As soon as they get the money 
—they have already taken up with me the 
matter of getting some accountants who will 
work for them and be on their staff of course 
that is necessary, and they will get to that. 
But let us remember what the division of 
work was at the start and keep in mind that 
you would like to keep the expenses down too. 
Now, all these men that are expert economists 
and financial men and rate men, and every- 
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Counsel for the Public Utilities Di- 
vision has contended that the order 
permitting the application to become 
effective should also be conditioned to 
provide for repayment of the trus- 
tee’s certificates as soon as funds are 
available for that purpose. He sug- 
gests that in view of the contingent 
nature of the principal assets of 
AGECO, such a condition should be 
attached to our order to provide addi- 
tional protection for the holders of 
the certificates. It may be noted here, 
however, that although there is noth- 
ing in the agreement with the bankers 
to prevent the distribution of the cer- 
tificates and the certificates themselves 
expressly provide that they may be as- 
signed, the case has been presented to 
us on the representation that the issue 
will be purchased and retained as a 
private sale. 

Counsel suggests as a further basis 
for the condition urged that consider- 
ation of the interests of investors re- 
quires that any preferred position as 
to future financing in the system aris- 
ing by reason of this issue should be 
dispelled at the earliest possible time. 
Under the proposed agreement with 
the bankers, it will be stipulated that 
the purchase of the trustee’s certificates 
will not qualify the bankers for either 
more or less favorable treatment in fu- 
ture financing; it does appear, how- 
ever, that these bankers have already 
submitted to the trustee a comprehen- 
sive plan for refinancing in the whole 
system. 

We agree that the interests of in- 
vestors throughout the system require 
some assurance against any possible 


basis for a claim of preferential treat 
ment and that in view of this fact and 
in view of the contingent nature of the 
AGECO assets, it would be highly de- 
sirable that the certificates be redeemed 
as soon as funds are available for that 
purpose. 

(3) In the light of the foregoing, 
we would be inclined to make adverse 
findings under § 7 (d) (2), (3), and 
(6), 15 USCA § 79g if we did not 
have some assurance that the two prin- 
cipal objectives suggested by counsel 
for the Public Utilities Division would 
be attained. These objectives could 
be achieved by conditions attached to 
our order. But even without the im- 
position of conditions, in this particu- 
lar case, we think that there will be 
adequate assurance that the proceeds 
of the issue will be used in the eco- 
nomical and efficient operation of the 
estate and that the certificates will be 
redeemed as soon as funds are avaii- 
able for the purpose. The proposed 
certificates cannot be sold until the re- 
organization court has authorized 
their issuance “upon such terms and 
conditions and with such security and 
priority in payment over existing ob- 
ligations, secured or unsecured, as in 
the particular case may be equitable.” 
The remarks of the court to which we 
have alluded (see note 9, supra) ap- 
pear to indicate that our views as to 
the proper functions of the AGECO | 
trustee coincide with those of the 
court. Moreover, we are a party in 
interest in the reorganization and we 
will have the opportunity to reiterate 
our views to the court at any time it 
appears that the proceeds of this fi- 





thing else, who have been hired for the staff 
of the corporation, are men who when they 
render an opinion as to the advisability of a 
transaction such as this do so on the merits 
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without regard as to whether or not the cor- 
poration is the immediate holding saline 
above them or the company ts 
(Minutes 573-7.) (Italics. supplied.) 
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sancing are not being used in the best 
interests Of the estate or whenever it 
appears that funds are available which 
should be used to redeem the certifi- 
ates. Finally, our powers under § 11 
(f), 15 USCA § 79k will enable us 
to exercise some further degree of 
supervision over these funds and our 
order herein will, of course, be with- 
out prejudice to any future action un- 
dr § 11 (f) or any other appropri- 
ate provision of the act bearing upon 
the use of the funds. With respect to 
the possibility of preferential treat- 
ment of the bankers in future financ- 
ing, we can rely upon our powers un- 
der §§ 7 and 11 (f) to insure arm’s 
length bargaining in any such financ- 
ing. Consequently, we believe that we 
need not impose the conditions sug- 
gested; the procedure outlined above 
will permit desirable flexibility in the 
administration of the estate without 
abandoning the objectives contemplat- 
ed by the standards of § 7 (d). 

The trustee saw fit at the argument 
before us to characterize as “persecu- 
tion” the efforts of counsel for the 
Public Utilities Division to aid us in 
the discharge of our duties under the 
act. We think it entirely appropriate 
to state that, after careful examina- 
tion of the record in this case, we can 
find no possible justification for this 
assertion. In our opinion, counsel for 
the Public Utilities Division would 
have been entirely remiss in his obli- 
gations if he had not inquired into and 
called our attention to the manner in 
which the administration of the estate 
has thus far been carried on and to 
the uses to which the trustee proposes 
to put the proceeds of the certificates. 


In view of all the facts and circum- 
stances of the particular case and for 
the reasons stated, we believe that we 
need not make any adverse findings 
under § 7 (d) or impose any condi- 
tions in our order other than a condi- 
tion that it will be effective only if, 
and to the extent that, the issue is au- 
thorized by the court under § 116 (2) 
of the Bankruptcy Act, 11 USCA 
§ 516. 


An appropriate order will issue. 


ORDER 


Walter H. Pollak, trustee of As- 
sociated Gas and Electric Company, 
debtor in reorganization under Chap. 
X of the Bankruptcy Act, having filed 
a declaration and amendment thereto 
pursuant to § 7 of the Public Utility 
Holding Company Act of 1935, re- 
garding the issue and sale of $200,000 
aggregate principal amount of trus- 
tee’s certificates of indebtedness; and 

A public hearing having been held 
on such declaration, after appropriate 
notice; briefs having been submitted 
and argument having been heard; the 
record in this matter having been con- 
sidered and the Commission having 
this day issued its findings and opin- 
ion herein: 

It is ordered, subject to the proviso 
that this order shall be of no effect un- 
til and except to the extent that the is- 
sue and sale of the said certificates are 
authorized by order of the United 
States district court for the southern 
district of New York pursuant to 
§ 116(2) of the Bankruptcy Act, that 
such declaration be and hereby is per- 
mitted to become effective. 
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MAINE PUBLIC UTILITIES COMMISSION 


Re Mars Hill & Blaine Water Company 


[U-1615.] 


Service, § 473 — Water utility — Chlorination plant — Location. 


1. The Commission will not authorize a water company to install a chlorina- 
tion plant at such a point that it will deprive certain customers of water sery- 
ice for all time, although installations at a point so as to render service 
available to the properties of such customers will inconvenience the company 


because of bad roads, p. 313. 


Service, § 222 — Discontinuance — Charter rights — Estoppel. 


2. A water company which has rendered service to certain properties for 
several years is estopped to claim that by reason of lack of charter pro- 
visions it has no duty to continue such service, p. 314. 


[September 9, 1940.] 


| end to approve location of chlorination plant and 
abandonment of certain services; denied. 


APPEARANCES: Edward F. Mer- 


rill, Skowhegan, for Mars Hill & 


Blaine Water Company; Stetson H. 
Hussey, Mars Hill, for Ernest J. 
Smith, Mars Hill, Preston D. Red- 
stone, Westfield, York and Fender- 
son, Mars Hill, and B. F. Pierce, 
Mars Hill. 


By the Commission: Mars Hill 
& Blaine Water Company is a pub- 
lic utility furnishing water and water 
service in the towns of Westfield, Mars 
Hill, and Blaine, from a reservoir 
known as Young’s lake in the town of 
Westfield. 

The company filed petition with this 
Commission, setting forth that it had 
been notified by the Maine State De- 
partment of Health that the condition 
of the water being furnished by it 
was unsatisfactory and that, in order 
to protect the health and safety of its 
35 PUR(NS) 


customers, that it has become neces- 
sary to install a chlorinator for the 
purpose of treating the water being 
distributed by it. 

At the present time there is a tem- 
porary plant installed for that purpose, 
and the petition set forth that the 
company felt that the proper location 
of a permanent chlorination plant, 
which would require daily supervision 
and attention, should be at a point on 
the company’s mains which would 
eliminate the possibility of the said 
company being able to furnish prop- 
erly treated water to the farm of Pres- 
ton D. Redstone, the farm of Ernest 
J. Smith, the farm of York and Fer- 
derson, and the farm of B. F. Pierce. 

The petitioner asked this Commis- 
sion to approve the location and instal- 
lation of a water-driven chlorination 
plant at the point suggested by the 
company, and further, that the com- 


312 





RE MARS HILL & BLAINE WATER CO. 


pany be authorized to abandon serv- 
ices to the several parties mentioned. 

Hearing on the petition was ordered 
to be held at Mars Hill, on August 20, 
1940, and, at the time and place of 
hearing, notice was proved to have 
been given as ordered and the appear- 
ances entered as noted above. 

[1] The Commission is satisfied, 
from the testimony introduced by the 
company, that the installation of a 
permanent chlorination plant is high- 
ly desirable, in order that safe water 
may be furnished by the company to 
its customers. The point of installa- 
tion of this plant, as suggested by the 
company, would result, as the petition 
set forth, in a failure to supply the 
four farms in question with treated 
water. The reason for the company’s 
locating the permanent plant at the 
point it suggested was that the condi- 
tion of the road leading from Mars 
Hill to the furthest farm served by the 
company—that of Mr. Smith—was 
impassable at times ; that there seemed 
to be no feasible point at which to 
place this permanent plant without the 
result being that untreated water 
would go to the four farms in ques- 
tion and that good management and 
proper supervision required the instal- 
lation at the point suggested by the 
company. 

The road from Mars Hill to the 
Smith property has been improved to 
approximately the residence of Mr. 
Redstone, who, of the four farmers 
mentioned, occupies the one nearest to 
Mars Hill. 

At the present time there is a little 
more than one-half mile of the road 
between Redstone’s and Smith’s that 
has not been improved, but Mr. Smith, 
who is one of the selectmen of the 
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town of Westfield, testified that it was 
the intention of the town of West- 
field to continue the improvement on 
this highway at least to Mr. Smith’s 
property and that some 300 to 500 
feet of this road was being improved 
each year, the money of the town be- 
ing somewhat limited and the distance 
of the improvement depending upon 
the cost involved, but Mr. Smith was 
positive that within a reasonable 
length of time the road would be com- 
pleted. There was some conflict in 
testimony as to the condition of the 
unimproved road at the present time. 
It apparently, from the testimony of 
the parties living upon the road, had 
been used the year around, is traveled 
by the mail carrier, and, while there 
may be very short periods of time 
when the traveling is not good; yet 
people, in general, have been able to 
get through and there has been no ap- 
preciable length of time when the road 
was what could be strictly called im- 
passable. 

Mr. Smith further stated that he 
was willing to give to the water com- 
pany a right to erect the permanent 
chlorination plant on his property, to- 
gether with a right of way to the 
plant, and that there was a suitable 
place for the installation of the chlori- 
nation plant, which would provide 
proper drainage for a water-driven 
chlorination plant. 

The company engineer testified that, 
if the highway problem was removed 
from the picture, there was no objec- 
tion on the part of the company to 
installing this chlorinator at some 
point along Mr. Smith’s property, if 
they could get a right of way to in- 
stall it and the place provided suitable 
drainage. 
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The farms involved in the proposed 
abandonment are apparently of a 
somewhat substantial nature, one of 
them being testified to as representing 
an investment of some $15,000. This 
involved testimony that a water sup- 
ply was very necessary for the proper 
carrying on of the farm, providing 
for livestock, and water for cultiva- 
tion purposes, these farms in general 
being given over to the planting of po- 
tatoes. 

The Commission is satisfied that 
while it may be true that some incon- 
venience would be attendant upon 
traveling over this unimproved high- 
way at certain times of the year, that 
within a reasonable length of time the 
highway will be improved to Mr. 
Smith’s property, and that to author- 
ize abandonment of service to the 
farm in question would be unfair and 
unwise and would work an undue 
hardship upon the parties involved, 
when the company itself will only suf- 
fer a slight inconvenience for a rela- 
tively short period of time, or until 
the road is permanently improved. 
Were the chlorination plant to be in- 
stalled at an expense of some $1,800 
at the point suggested by the com- 
pany, and the road subsequently im- 
proved, the four properties in ques- 
tion would, without doubt, be without 
water service for all time. 

The Commission therefore feels 
that we should not authorize the aban- 
donment of these services and the in- 
stallation of the chlorination plant at 
the point suggested by the company 
but that they should attempt to work 
out with Mr. Smith a location of the 
plant on his property at some suitable 


place, especially in view of Mr. Smith's 
offer to give the company the land ip. 
volved and a right of way to the chos- 
en site. 


[2] The company raised a further 
question, claiming that under its char- 
ter it had no right to furnish water 
to people in Westfield; that their 
rights by charter in Westfield were 
simply for the purpose of laying 
mains. Service has been rendered to 
these properties in question for many 
years, and the law is well established 
by the dedication of their property to 
the public that it does not lie in the 
mouth of the company to now claim 
that by reason of lack of charter pro- 
visions it has no obligation to contin- 
ue service to the parties involved in 
this matter. 


The legal principles involved have 
been set forth in Munn v. Illinois 
(1877) 94 US 113, 133, 24 L ed 77, 
where the court said: 


“They entered upon their business 
and provided themselves with the 
means to carry it on, subject to this 
condition. If they did not wish to 
submit themselves to such interfer- 
ence, they should not have clothed the 
public with an interest in their con- 
cerns.” 

See also State ex rel. Helm v. Trego 
County Coop. Teleph. Co. 112 Kan 
701, PUR1923C, 539, 212 Pac 902; 
also Chicago, B. & Q. R. Co. v. Reed, 
114 Kan 190, PUR1923E, 680, 217 
Pac 322. 

It is, therefore, 

Ordered, adjudged, and decreed 
that the prayers of the petitioner be 
denied. 
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UTAH PUBLIC SERVICE COMMISSION 


Re Swan Creek Electric Company 


[Investigation Docket No. 29.] 


Accounting, § 6 — Duty to keep proper accounts — Electric company. 
1. An electric company must install a bookkeeping system in conformity 
with the classification of accounts prescribed by the Commission for elec- 


tric utilities, p. 315. 


Accounting, § 7 — Required items — Exemption. 
2. An electric company’s records should contain only entries pertaining 
to its operations, and entries relating to the personal business of its man- 
agement should be excluded, p. 316. 


Depreciation, § 51 — Electric utility. 


3. An electric company was required to adopt and follow a consistent 
policy in regard to the treatment of depreciation and to charge as an operat- 
ing expense 3.2 per cent of the original cost of construction of its de- 
preciable properties as an annual charge for depreciation expense until the 
experience of the company should warrant changing that rate, p. 316. 


Accounting, § 10 — Depreciation reserve — Straight-line method. 


4. An electric company, in setting up the original cost of construction of 
its properties on its books, should set up in its depreciation reserve an 
amount determined for straight-line depreciation accounting, p. 316. 


[August 24, 1940.] 


——— of rates and practices of an electric company; 
order in accordance with opinion. 


By the Commission: On March 
27, 1940, the Public Service Commis- 
sion of Utah advised the Swan Creek 
Electric Company by letter that an in- 
formal investigation of the rates, 
properties, practices, and operations 
of the company would be undertaken 
by the Commission. This investiga- 
tion has been made, and written re- 
ports have been submitted to the Com- 
mission by its engineering and ac- 
counting departments, containing in- 
formation obtained as a result of an- 
alyzing the company’s operations and 
setting forth recommendations rela- 
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tive thereto. Copies of these reports 
were submitted to the company on 
July 2, 1940, and informal discussions 
have been had with the Commission 
and the company officials relative to 
them on July 10, 1940, and on subse- 
quent dates. From the information 
contained in these reports and as a re- 
sult of the discussions had by the Com- 
mission with the company officials, the 
Commission finds : 

[1] That a complete new bookkeep- 
ing system should be installed by the 
company and kept in conformity with 
the classification of accounts prescribed 
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by the Commission for Class “E”’ elec- 
tric utilities. 

[2] That the records of the com- 
pany should contain only entries per- 
taining to its operations, and entries 
relating to the personal business of 
its management should be excluded. 

[3] That the company should 
adopt and follow a consistent policy in 
regard to the treatment of deprecia- 
tion and charge as an operating ex- 
pense 3.2 per cent of the original cost 
of construction of its depreciable 
properties as an annual charge for de- 
preciation expense until the experience 
of the company warrants changing 
that rate. 

That the company should comply 
with general orders issued by the Com- 
mission relating to its operations. 

That the company should set up on 
its books the original cost of construc- 
tion of its properties as of January 1, 
1940, in conformity with the follow- 
ing tabulation, the detail of which is 
contained in the engineering depart- 
ment report dated June 15, 1940— 
Swan Creek Electric Company: [Ta- 
ble omitted. ] 

[4] That in setting up the original 
cost of construction of its properties 
on its books, the company should set 
up $29,000 in its depreciation reserve, 
which amount is determined for 
straight-line depreciation accounting. 


That the company’s present irriga- 
tion pumping rate should be increased 
from $4 per month per horsepower of 
demand to $5 per month per horse- 
power demand. 


That the company’s present com- 
mercial lighting rate that provides for 
a minimum charge of $5 per month, 
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which includes 60 kilowatt hours, th 
next 40 kilowatt hours at 5 cents per 
killowatt hour, and all excess kilowat 
hours at 3 cents per kilowatt hour, 
should be canceled by a schedule which 
would provide for a minimum month- 
ly charge of $2, which would include 
17 kilowatt hours, the next 10 kilo- 
watt hours at 10 cents per kilowatt 
hour, the next 33 kilowatt hours at 6 
cents per kilowatt hour, the next 40 
kilowatt hours at 5 cents per kilowatt 
hour, and all excess kilowatt hours at 
3 cents per kilowatt hour. 

That the company’s two residential 
lighting schedules, one of which pro- 
vides for a minimum charge of $1.50 
per month, including 12 kilowatt 
hours, and all excess kilowatt hours at 
10 cents per kilowatt hour, and the 
other that provides for a minimum 
monthly charge of $2, which includes 
20 kilowatt hours, the next 10 kilowatt 
hours at 10 cents per kilowatt hour, 
the next 20 kilowatt hours at 5 cents 
per kilowatt hour, and all excess kilo- 
watt hours at 3 cents per kilowatt hour 
should be canceled, with a schedule 
which provides for a minimum month- 
ly charge of $1.20, which includes 12 
kilowatt hours, the next 18 kilowatt 
hours at 10 cents per kilowatt hour, 
the next 20 kilowatt hours at 5 cents 
per kilowatt hour, and all excess kilo- 
watt hours at 3 cents per kilowatt 
hour. 

That the company make available a 
rate for church, school, state, and | 
government institutions, which would 
provide for a minimum monthly 
charge of $2, including 20 kilowatt 
hours, and all excess kilowatt hours at 
3 cents per kilowatt hour. 

That the company should give care- 
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ful consideration to various of the 
recommendations contained in the 
Commission’s engineering department 


report, with the view of improving 
the type of service renderd by the com- 
pany to its customers. 





NEW JERSEY BOARD OF PUBLIC UTILITY COMMISSIONERS 


Re Deepwater Operating Company et al. 


Contracts, § 4 — Commission approval — Statutory requirements — Electricity. 


No statutory provision requires the Board’s preliminary approval of a con- 
tract providing for the supply of steam and electricity by an electric utility 
to a private corporation and to another electric company. 


[August 27, 1940.] 


a for approval of supplemental agreement for the 
operation of a generating station; dismissed. 


APPEARANCE: Joseph F. Auten- 
rieth, for the petitioner. 


By the Commission: This is an ap- 
plication upon petition for the approv- 
al of a supplemental agreement entered 
into between Deepwater Operating 
Company and others, as above recited, 
which petition and supplemental agree- 
ment by reference thereto is made a 
part hereof. Said agreement is a sup- 
plement to an agreement dated Janu- 
ary 13, 1928, entered into between the 
same parties, or their predecessors. 
The general purpose of the proposed 
supplemental agreement is to provide 
an additional supply of steam and elec- 
tric energy for the requirements of E. 
I. du Pont de Nemours & Company 
for the operation of its plant adjacent 
to the generating station proposed to 
be erected as provided by the terms 
and conditions of the supplemental 
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agreement herewith submitted and to 
make available a supply of surplus en- 
ergy to Atlantic City Electric Com- 
pany and Deepwater Light & Power 
Company. 

The agreement of January 13, 1928, 
is substantially similar in terms, con- 
ditions, and purposes to that of the 
supplemental agreement submitted in 
this application for approval. Said 
agreement was submitted to this Board 
for approval and this Board, by its de- 
cision dated February 2, 1928, 13 Am 
Rep NJPUC 409, PURI928C 79, 
dismissed the application for the ap- 
proval of said original agreement up- 
on the ground that there was no statu- 
tory provision requiring preliminary 
approval of such contracts to be valid. 

The Board has jurisdiction over the 
general subject matter of the proposed 
supplemental agreement, such as the 
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facilities to be constructed, the ade- 
quacy of service, and the rates and 
charges therefor, together with other 
matters of jurisdiction that may be ap- 
plicable to the supplemental agreement, 
as provided by law. There is no pro- 
vision in the statute that requires the 
Board’s preliminary approval of the 
proposed contract, or any of the terms 
thereof. The subject matter may, at 
some future time, be the subject of 
consideration, either on the Board’s 
initiative or on complaint, within the 
Board’s jurisdiction as defined by the 
Public Utility Act. The Board can- 
not, therefore, at this time commit it- 
self to approval or disapproval of the 


said contract or its various terms an¢ 
provisions, but will reserve jurisdic 
tion with respect thereto as to all mat 
ters over which this Board may have 
jurisdiction in relation to said contract 
or the operations thereunder until 
such time as occasion for the exercise 
of jurisdiction by this Board in the 
future may arise under the statute. 

The Board finds and determinesif : 
that the present application for ap- 
proval shall be dismissed but that the 
company be and it is hereby ordered 
and directed to file said supplemental 
contract with the Board, the same to 
be subject to the Board’s jurisdiction 
as herein stated. 





MICHIGAN PUBLIC SERVICE COMMISSION 


Re Michigan Bell Telephone Company 


[ T-252-40.24.] 


Rates, § 566 — Telephones — Private branch exchange equipment. 


Authority was granted to a telephone company to amend its tariff to pro- 
vide that when cord nonmultiple switchboard equipment is used in con- 
junction with mechanical switching equipment, the applicable rate will be 
that generally used with the mechanical system. 


[July 2, 1940.] 


ee for authority to revise telephone tariff schedule; 


granted. 


By the Commission: Petition in 
the foregoing matter was filed June 
23, 1940. 

The Michigan Bell Telephone Com- 
pany provides two general types of at- 
tended automatic private branch ex- 
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change systems known as the “Class E 
Type I” and “Class E Type II” sys- 
tems. 

The Class E Type I dial system con- 
sists of one or more positions of 
switchboard equipped with cord cir- 
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cuits (used for distribution of inward 
messages by cord connection, and for 
handling outward toll calls and assist- 
i ance calls) and dial switching equip- 
ment for intercommunicating and out- 
ward calls, together with subscriber’s 
instrumentalities and service lines. 

The Class E Type II system differs 
from Type I system principally in that 
instead of a switchboard of one or 
positions, a single-position 
cabinet is furnished to be used for dis- 
l@ tribution of inward messages by key 
operation and dialing and for handling 
outward toll and assistance calls. The 
Type II system is employed where the 
attendant is required to handle only a 
relatively small amount of traffic, 
where the system serves only a rela- 
tively small number of stations, where 
relatively few central office trunks are 
required and where only one attendant 
is required. 

Power equipment associated with 
the Type I system contemplates the use 
of greater capacity equipment than the 
power equipment associated with the 
Type II system. The monthly charge 
for power equipment for Type I sys- 
tems is $35 and for power equipment 
for Type II systems is $20. 


The petitioner has experienced a de- 
mand for a system with the flexibility 
of the Type I system but with the small 


capacity of the Type II system. To 
meet this situation a single position of 
Type I switchboard has been associat- 
ed with the dial switching equipment 
ordinarily used with the Type II sys- 
tem. 

According to the petitioner, the 
power equipment requirement for the 
foregoing arrangement can generally 
be met by the small capacity ordinarily 
used with the Type II system. There- 
fore, the petitioner desires to revise its 
tariff to provide that when Class E 
Type I, cord nonmultiple manual 
switchboards are used in conjunction 
with Class E Type II, mechanical 
switching equipment, the rate for the 
associated power plant will be the 
rate applicable for power plant equip- 
ment used with Class E Type II sys- 
tems, namely, $20 per month. The 
proposed action would effect a reduc- 
tion in charges to sixteen existing 
customers amounting to $180 per year 
each, or a total annual reduction of 
$2,880. 

The Commission has carefully con- 
sidered the matter now before it and 
being fully advised in the premises is 
of the opinion that the proposed action 
is just and reasonable, would not in- 
crease any rate or charge to any cus- 
tomer, and would be in the public in- 
terest. 
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MICHIGAN PUBLIC SERVICE COMMISSION 


Re Home Telephone Company 
of Grass Lake 


(T-150-40.1.) 


Service, § 445 — Telephones — Foreign exchange. 


Foreign exchange telephone service will be authorized where numerous re 
quests for such sezvice have been made, but it will be furnished to appli 
cants only if they continue as subscribers of some class of service at the 
same location where the foreign exchange service is proposed to be installed 


{July 1, 1940.] 


ETITION for authority to put into effect rates and regulations 
for furnishing foreign exchange telephone service; granted. 


By the Commission: Home Tele- 
phone Company of Grass Lake peti- 
tioned June 26, 1940, for authority 
to put into effect rates and regulations 
for the furnishing of foreign exchange 
telephone service within its Grass Lake 
exchange. 

Foreign. exchange telephone service 
is service to a customer from an ex- 
change other than from the exchange 
which normally would serve at his lo- 
cation. Numerous requests have been 
received from time to time urging 
that Jackson exchange service be fur- 
nished to locations outside the Jackson 
exchange service area and within the 
Grass Lake exchange area. Not hav- 
ing rates and regulations for this serv- 
ice, Home Telephone Company of 
Grass Lake has been unable to offer 
said service to applicants. 

It is the proposal of Home Tele- 
phone Company of Grass Lake to 
adopt, as though they were its own, 
the rules, regulations, and rates of 
Michigan Associated Telephone Com- 
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pany for the furnishing of Foreign 
Exchange telephone service to sub- 
scribers located within its exchange 
boundaries, which rules, regulations, 
and rates were specifically approved by 
the Commission’s order of October 26, 
1939, in File T-552-39.9, except that 
foreign exchange service will be fur- 
nished to applicants only on condition 
that they be and continue as a sub- 
scriber of some class of service of the 
Grass Lake exchange at the same loca- 
tion where the foreign exchange serv- 
ice is proposed to be installed and in all 
cases the foreign exchange customer 
will be required to pay construction 
costs to reach the point of connection 
with the foreign exchange line. 

The proposal of Home Telephone 
Company of Grass Lake has been ex- 
amined and the Commission being 
fully advised in the premises is of 
the opinion that the offering of foreign 
exchange telephone service by said 
company would be in the public interest 
and should be approved. 
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Pa Industrial Progress 


Selected information about manufacturers, new prod- 


ucts, and new methods. Also news on utility expansion 
programs, personnel changes, recent and coming events. 


Safe-Cabinets and Files 
Endure Fire Tests 


"Nevins apane tests of the ruggedness and fire- 
proof construction of Remington Rand 
Safe-Cabinets were witnessed ‘recently by a 
number of utility and other executives interest- 
ed in record protection. The demonstrations 
were conducted at the company’s $250,000 test- 
ing laboratory at the company’s plant in Mari- 
etta, Ohio. The laboratory is the only one of 
its kind which is used to develop better methods 
of business record protection. 

Cabinets were tested under conditions which 
exist in actual fires by being placed in a 1,000 
cubic-foot capacity gas furnace. Sixteen Bun- 
sen type furnace burners produced tempera- 
tures as high as 1,974 degrees F. during the 
tests. 

In the first of three tests, a Safe-File and an 
uninsulated steel file, filled with old corres- 
pondence, were placed in the mammoth furnace 
and subjected to intense heat which reached 
1,710 degrees before the hour’s test was fin- 
ished. When the five-ton furnace door was 
raised and the two files removed and cooled, 
papers in the Safe-File were found unharmed 
while those in the steel file were reduced to 
ashes. 

In the second test, a Safe-Cabinet containing 
a supply of papers of various grades was 
placed in the furnace for an hour during which 
it was subjected to a temperature reaching 
1,720 degrees. The cabinet was then with- 
drawn and by means of an electric hoist raised 
30 feet from the concrete floor and ‘then 
dropped. The Safe-Cabinet was then turned 
upside down and put in the furnace again for 
another hour’s “cooking” during which the 
temperature reached 1,700 degrees. At the 
conclusion of this test, the Safe-Cabinet doors 
were cut open with an acetylene torch and the 
papers inside were found to be intact. 

The specifications for the Safe-Cabinet used 
in the third test require that.it withstand ex- 
posure to severe heat for a minimum of two 
hours before the interior reaches a temperature 
of 300 degrees F. at which point technical fail- 
ure is said to occur. By means of thermo- 
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couples, temperatures within the Safe-Cabinet 
were recorded. Three hours and 43 minutes 
elapsed before the interior of the cabinet 
reached 300 degrees F. at which point the cabi- 
net was withdrawn. The highest furnace 
temperature was 1,974 degrees F. Approxi- 
mately 20,000 cubic feet of natural gas was 
consumed in this endurance test. Paper money, 
deposited in the Safe-Cabinet by executives 
witnessing the tests, and other papers endured 
the extreme tests. 

During each of the tests, the equipment could 
be seen in the interior of the roaring furnace 
through small mica covered windows at the 
front and rear of the furnace. 


G-E Equipment For New 
Power Stations 


grote equipment for new hydroelectric 
power stations to be located at Nantahala 
and Glenville, N. C., has been ordered by the 
Nantahala Power & Light Co., from the Gen- 
eral Electric Co. The G-E equipment for the 
Nantahala station consists of two 27,000-kva, 
150,000-volt, 3-phase transformers, and a 54,- 
000-kva vertical waterwheel driven generator, 
together with a motor-generator exciter set. 
Four G-E 9,000-kva, 150,000-volt, single-phase 
transformers are to be installed at the Glen- 
ville station. 

The two new stations will augment the 
power faclities in this region, where the fa- 
cilities of the Aluminum Company of America 
are being extended to meet increased demands 
for national defense materials, particularly 
aluminum and aluminum alloys needed by the 
aeronautics industry. The Glenville station 
is expected to be ready for operation late in 
1941 and the Nantahala station the following 
year. 


New J-M Conduit Fittings 
Afford Added Flexibility 


COMBINATION of electrical conduit fittings 

that can be handled in the same manner 
as a mitred stove-pipe elbow was recently an- 
nounced by Johns-Manville. A box of these 
fittings with a shipment of Transite asbestos- 
cement ducts prepares the contractor for prac- 
tically any change in direction with a mini- 
mum of lost time and materials, according to 
the company’s announcement. ‘Consisting of 
curved segments, deflection couplings and 
sweeps, the fittings facilitate the by-passing 
of obstructions not anticipated in the design 
period and overcome the expense and delay of 
special fittings. ’ 
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W PEAKS of Efficiency 
in Diesel Crawler Tractors 


sterms of performance, operating economy, 
w maintenance, and long life, the FOUR 
EW INTERNATIONAL DIESEL TRAC- 
RACTORS are in a class by themselves 
far ahead of anything you've seen yet in 
awler power. The big TD-18 set a new 
bce when it got on the job last year. The 
D-14, TD-9, and the small TD-6 are fol- 
wing right on its heels with their good 
ork, 


This quartet of streamlined efficiency has 
erything users have needed and asked for 
h crawler tractors ... features and qualities 
hat put TracTracTors well in advance of 
he market. On-the-job evidence proves the 
eat value of such points as these: Easy- 
arting International full Diesel engines; 


wide range of traveling speeds and fast gear 
shifting; easy-operated, multiple-disk steer- 
ing clutches; exclusive track frame stabilizer 
and ball-and-socket pivot construction which 
relieves the pivot shaft and track frame of 
leverage loads and assures positive track 
alignment; long-lived, quintuple-sealed track 
rollers; and accessibility that can’t be 
matched. 


Get acquainted with International Diesel 
TracTracTors—call the nearby Interna- 
tional industrial power dealer or Company 
branch. 


INTERNATIONAL HARVESTER COMPANY 


180 North Michigan Avenue Chicago, Illinois 


| a 


INTERNATIONAL HARVESTER 
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The fittings permit changes in direction in 
one or more planes in a very short distance; 
also the assembly of a spiral type of bend 
where it is necessary to change direction 
slightly in one plane and then swing into an- 
other plane. Long radius changes of direc- 
tion can be made when two or more of the fit- 
tings are separated by straight sections of duct 
of the desired length. 

These fittings are of asbestos-cement com- 
position and are made to fit both Transite as- 
bestos-cement conduit, which is designed for 
use without concrete, and the thinner-walled 
Transite Korduct, which is used in the conven- 
tional concrete envelope. 


Carpenter Introduces New 
Light for Heavy-Duty Work 


Regeeceg Manufacturing Co., maker of 
over 60 types of Master-Lights for all 
purposes, is now offering Type S-B Master- 
Light—a heavy duty, super-powerful 6 or 12 


Type S-B Master-Light 


volt, 6 in. searchlight for automobile trucks, 
tractors, public utility repair crews, etc. 

_ The light is brass and bronze throughout 
and is chromium plated. The reflector is triple 
silver. plated, has universal joints and can be 
pointed instantly in any direction. A 100 
candle-power bulb projects a beam of bril- 
liant white light of 250,000 candle-power in- 
tensity with a range of over a mile. 

The switch is built into the lamp casing. 
The wire is heavily insulated. The light oper- 
ates direct fromthe battery of the car and, 
because of the types of bulb light and con- 
struction used, the drain from the battery is 
not significant. 

Further information about this heavy-duty 
light may be secured from the manufacturer 
at Cambridge, Mass. This'company deals di- 
rect with users. 


Wakefield Brass Doubles 
Size of Plant 


HE Wakefield Brass Company, manufac- 
turer of commercial lighting equipment, 
has announced completion of an expansion 
program doubling the size of its plant in Ver- 
milion, Ohio. The work was handled by The 


DEC.-5;-1940: 


Austin Company who designed and erected 
the addition in a record period of three weeks 
A. F. Wakefield, president of the company, 
which pioneered in the development of plastic 
reflectors and is now producing many types 
of plastic lighting units and other fixtures 
stated that the additional space will be de. 
voted to handling the company’s rapidly ex. 
panding business in fluorescent lighting units 
“The superior illumniation and low current 
consumption which characterizes fluorescent 
tubes has stimulated general modernization of 
lighting equipment in offices and ‘all types of 
commercial establishments,” Mr.~ Wakefield 
pointed out. “This volume, on top:of. wide- 
spread use of fluorescent units in the great 
majority of new offices, stores and plants js 
reflected in our current business. Fifty-five 
per cent of our business this year has been in 
fluorescent units, as against 3 per cent last 
year, while our business in other types has in- 
creased about 5 per cent. While 1939 was the 
best year since ‘we entered business in 1907, 
an increase of 40 per cent over last year’s 
volume is now indicated for 1940.” ; 


3-AG Fuses 0 to 8 Amps. Have 
Underwriters’ Approval 


| pppeton Incorporated are now manufac- 
turing Underwriters’ approved 3-AG 
giass enclosed fuses in ratings up to 8 amperes 
for 250 volt AC or DC service or less. This is 
the first time the Underwriters’ Laboratories 
have approved 3-AG fuses (14” x 2” dia.) in 
current ratings over 3 amperes, according to 
the manufacturer. ‘ 
This extension of Underwriters’ approved 
fuses from 3 to 8 amperes opens up many new 
fields that previously had to use bulky cart- 
ridge or plug fuses and their mountings. This 
applies especially to electric appliances, heavy 
duty power supplies, amplifiers, radio, motors, 
etc. Littelfuse’s new “sleeve type” 3-AG fuses 
(4 to 8 amps.) have a separate glass sleeve 
over the entire fuse element that takes the 
pressure shocks under short circuits. The 8- 
amp. rating fuse is powder packed. Bulletin, 
technical data and prices may be obtained from 
Littelfuse Incorporated, 4757 Ravenswood 
Avenue, Chicago, Illinois. 


“Quik-Set Safety Scaffold” 


Ar safety steel scaffold, for use by 
building «contractors, electricians,’ paint- 
ers, ‘decorators, maintenance departments of 
private and public buildings, etc., has recently 
been placed on the ‘market by Mechanical 
Handling Systems, Inc., 4600 Nancy Ave., De- 
troit, under the trade name, “Quik-Set pafey 
Scaffold.” t 
Designed on simple, gravity-locking: yin 
ciples; “Quik-Set” scaffold provides extre 
interchangeability” with “a~mirtimum of* sep: 
rate units. No. screws,. bolts, or clamps are 
used, and no tools of any kind are required 


~ to erect Or dis-assemble the scaffold. The com- 


plete scaffold is erected from simple units as 
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{ Royal we begin al the bollom 


so vital in the. building: of.a fine: type- - 
ariter. At any rate, we of Royal, believe 
that—in the development of men or ma- 
chines—the place to begin is the bottom. 


|AYBE IT’S BECAUSE “thoroughness” is 
M 





We believe,further, that when a man 
has started at the bottom, opportunity for 
advancement is the greatest single spur to -effi- 
ciency and-individugl initiative. 





That is why, when one of our young 
shop employees is ready to tackle a harder 
job—and a better-paying one—we send 
him to schgol here in our plant. The speed 
with which he advances . . . the job he 
masters .. . is limited only by his own in- 
itative and ability. 

And this policy of ‘‘growth from within” 
has contributed directly to the quality of 
the machine that bears our name. 

For the manufacture of a Royal type- 
writer requires the touch of fine craftsman- 
ship every step of the way. 2,257 parts 
must be tooled to microscopic exactness 
and brought into perfect synchronization! 


oti We believe that our policy of encourag- 
rom jing such craftsmanship—from the bottom 
‘ood @ up—is one of the most important reasons 
why Royal is the leading typewriter in the 
world today. 


$f 


i 
’ 


ROvAL 


lolli No 


YPEWRITER 
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easily as an “Erector” toy is put together and 
with the same versatility. 

Quik-Set Scaffold may be leased or pur- 
chased outright; and because of its simplicity 
and time-saving features the manufacturers 
claim exceptional economy in the number of in- 
dividual units required to erect any type of 
scaffold. 

Complete information, drawings and photo- 
graphs, are available on request. 


Electronic Level Control 


A SIMPLE electronic relay for level control 
of both conductive and non-conductive 
fluids and powders is manufactured by Photo- 
switch Incorporated, Cambridge, Mass. Known 
as Type P30, this Photoswitch Electronic 
Level Control is available to meet all specifi- 
cations including single level control, on and 
off control at two levels, boiler feedwater con- 
trol, and tank condensate signals. Installation 
merely entails attaching a probe fitting to the 
surface of the tank. Since the equipment in- 
cludes no mechanical parts, and has an unlim- 
ited life, it is replacing more complicated float 
switches. 

For two-level control, Photoswitch probe 
fittings or electrodes are attached to the tank 
at levels representing the low point where 
pumping starts and the high level where 
pumping stops. These probes are wired to the 
Electronic Level Control. When the liquid 
level falls below the lower probe, Level Con- 
trol closes the circuit which starts the pump, 
and the tank fills. When the Level rises to the 
upper probe, the fluid itself acts as a conductor 
of the small amount of current required for 
the operation of the Level Control. This opens 
the pump control circuit. 

Even when used with non-conductive fluids 
the probe circuit carries only milliamperes of 
current and low voltage. For this reason, Type 
P30 is used with combustibles. Liquid Level 
Control Type P30 is recommended in connec- 
tion with all conductive fluids as well as such 
insulators as: resin, rubber, latex, paraffin, 
mica, glass, cement, linseed oil, shellac, min- 
eral oil, wax, waterglass, lacquer, and thinner. 
Special tank fittings are available for use in 
corrosive liquids. 


Another Ball Park Lighted 


HE Washington Senators in 1941 will be- 
come the sixth major league baseball club 
to play under a Westinghouse lighting system 
as receipt of the order for a 1,500,000 watt 
floodlighting installation for Griffith Stadium 
in Washington, D. C. is announced by that 





MARTENS & STORMOEN 
successors to 
THONER & MARTENS 


Disconnecting and Heavy Duty Switches 
15 Hathaway St., 


Boston, Mass. 











company. This newest major league system 
will employ 740 floodlights supported on eight 
towers rising to a height of 150 feet above 
the playing field. 

Griffith Stadium is the ninth major league 
park to be lighted since the first major night 
game at Cincinnati in 1935. 


¥ 


Equipment Literature 
Small Power Transformers 


Fg thomgrmads Mfg. Company, Pittsburgh 
Works, has issued a new bulletin B-6084 
on modern small power transformers—de. 
signed and built to meet the user’s require- 
ments for efficient, trouble free service and 
long life. Its 16 pages are filled with assem- 
bly and installation views. 


Simplex Jacks 


A 60-page junior catalog designated 
No. 40, that readily fits into the vest 
pocket, has just been issued by Templeton, 
Kenly & Co., 1020 S. Central Ave., Chicago. 

It fully describes the construction, applica- 
tion and gives specifications for the 300 plus 
sizes and types of Simplex jacks. There are 
over 100 illustrations. 

Simplex automatic raising and lowering 
jacks, screw jacks, journal jacks, geared jacks 
and the more specialized jacks for various in- 
dustries such as mining, oil, utilities, railroad, 
aircraft, construction and marine are covered, 


Vari-Typer catalog 


A 16-page catalog describing the Vari- 
Typer—a compact, electric office composing 
machine—has been issued by Ralph C. Cox- 
head Corp., 333 Sixth Ave., New York City. 
This new catalog is attractively illustrated and 
printed in two colors and gives in detail the 
features of the Vari-Typer composing ma- 
chine. 

The Vari-Typer employs a wide selection 
of changeable type faces and variable spacing 
for the rapid, economical preparation of dis- 
tinctive copy for all modern processes of re- 
production. The machine can be operated by 
any competent typist after proper instruction. 
The keyboard has a standard arrangement of 
letters, permitting operation by touch typing. 

Copies of the descriptive catalog may be ob- 
tained from the manufacturer. 


Circuit Breaker Leaflet 


titis-Chalmers Mfg. Company, Boston 
Works, announces leaflet B-6129 describ- 

ing the company’s types DZ-60A to DZ-200A 
oil circuit breakers for medium capacity ap- 
plications for indoor service. It illustrates and 
describes this quick clearing (8 cycle) breaker 
of non-oil-throwing design for metal en- 
closed switchgear, cell, framework, or flat 
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8333 kva 
36 kv 
Single-phase 


Equipped with 
standard Penn- 
sylvania Uni- 
Row Radiators 
and Straight- 
Line Tap 
Changers. 
Subjected to 
impulse, tem- 
perature run 
and other 
A.I.E.E. tests. 


TRANSFORMER COMPANY 


1701 ISLAND AVENUE, N. S., PITTSBURGH, PA. 
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surface mounting, rated 2000 amperes or less, 
at 15,000 volts, and up to 500,000 kva inter- 
rupting capacity. It covers details of design, 
application and dimensions. 


Explosion-proof Combustible Gas Alatm 


HE new M.S.A. Explosion-proof Com- 

bustible Gas Alarm is completely de- 
scribed in a bulletin just issued by Mine Safe- 
ty Appliances Company of Pittsburgh, Pa. 
This latest Alarm is for safely and con- 
tinuously sampling atmospheres where com- 
bustible gases and vapors may be present. The 
unit provides instant warning when gas con- 
centrations exceed a predetermined limit, and 
may be adapted for automatic process or ven- 
tilation control. 

The M.S.A. Combustible Gas Alarm in- 
cluding sampling pump is contained in an un- 
derwriters’-approved explosion-proof condu- 
let, and can be safely installed in gaseous at- 
mospheres, eliminating the need for long 
sampling lines. The instrument is specifically 
calibrated for the particular gas or vapor 
which it will test. It is so constructed that the 
operator can adjust the measuring circuit to 
operate a warning signal at any predetermined 
point within a wide range. 

Details of construction and operation are 
fully explained in Bulletin DT-2. Copies may 
be secured from Mine Safety Appliances Co., 
Braddock, Thomas and Meade Sts., Pitts- 
burgh, Pa. 


Insulating Firebrick 
HE Babcock '& Wilcox Company, 85 
Liberty Street, New York, N. Y., has just 
issued, through its refractories division, a new 
bulletin on Insulating Firebrick. 

The booklet includes an exposition of the 
advantages of insulating firebrick in general, 
and their application to boiler and industrial 
furnaces. It also describes the relationship 
between weight, heat-conductivity and heat- 
storage capacity. The importance of light 
weight is graphically illustrated by means of 
a three-curve chart, which gives the weight, 
thermal coductivity and heat-storage of the 
six B&W Insulating Firebrick. These curves 
show how the latter two values increase with 
increased weight, and indicate the desirability 
of using a brick having not only the proper 
temperature resistance but the lightest weight. 

A handy guide to the application of B&W 
Insulating Firebrick to a wide variety of in- 
dustrial furnaces, is provided in the form of 
tables. Based on experience over a ten-year 
period, these tables show which of the several 
B&W Insulating Firebrick are adapted to 
each type of furnace, kiln or oven. 

Data on panel walls, suspended arches, 
light-weight insulating concretes, and special 
mortars for use with B&W Insulating Fire- 
brick, are also included. 

Curves and technical data amplify the text; 
the bulletin is of considerable value to fur- 
nace engineers and operators for reference 
purposes. The new bulletin is designated 
R-2-G. 


New--Appointments 
American Engineering Co. 


M: C. E. Harrison, vice president of the 
4: American Engineering Company, Phila. 
delphia, Pa., has been appointed general man. 


. ager. He will have general supervision of the 


entire activities of the company in addition to 
his duties as-vice president. : 

Mr. Harrison is a mechanical engineering 
graduate of the Carnegie Institute of Tech- 
nology. He served in the U.,S. Navy and first 
became associated with the.American Engi- 
neering Company in 1913 as a™field inspector, 

In 1916, he became manager of the ‘Service 
department and remained in that capacity 
until 1936 when he was made works manager. 
He was elected to the vice presidency in 1938, 

Mr. Harrison has been actively identified 
with the work of all the divisions of the com- 
pany—Taylor Stokers, Lo-Hed Hoists, Hele- 
Shaw Pumps and A-E-CO Marine Machin- 
ery. He has been granted a total of 50 patents 
in the United States and foreign countries. 


A.G.A.E. M. : 
a appointment of: James R. Abrams:as 
advertising director of the Domestic Gas 
Range Division of the Association of Gas Ap- 
pliance and Equipment Manufacturers has 
been-announced by Lloyd C. Ginn, chairman 
of the Association’s “CP” Sales Promotion 
Committee. 

Mr. Abrams, who since 1933 was associated 
with Congoleum-Nairn, Inc., will assist in the 
promotion of “CP” (Certified Performance) 
Gas Ranges now being carried on nationally 
by the Association. His appointment becomes 
immediately effective. He will serve under R. 
S. Agee, sales promotion manager of the 
Range Division, with headquarters in New 
York City. 

Burkay Company 

PPOINTMENT of H. S. Boyle, as_vice- 
A president in charge of sales and adver- 
tising of the Burkay Company, of Toledo, 
Ohio, has been announced by Joseph W: Rob- 
inson, president. The selection of Mr. Boyle 
for this important post is in keeping with the 
general expansion policy of the company. The 
Burkay “volume-flow” system, although rela- 
tively a newcomer in the gas appliance busi- 
ness, has already made itself felt in this im- 
portant field of gas development. Burkay’- 
high and low temperature, and booster recov- 
ery systems are receiving keen attention from 
gas men, as well as from users of volume ho! 
water. 

Walter G. Groth, vice-president, who has 
been handling the gas utility development o! 
this business, will continue his activities as 
sales manager—Eastern Division. The Burkay 
Pacific Co., of Los Angeles, under the direc- 
tion of Walter E. Campbell will serve the utili- 
ties and dealers west of the Rockies. The 
Burkay Sales Co., of New York, under the 
direction of Sam Sperans, well known hotel 
and restaurant authority, will represent the 
company in the New York Metropolitan area. 
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WATER. MEERS 


minimize operating costs... 


improve operating results 


The interchangeability of Trident Meter 
construction makes possible an extremely 
low inventory for replacement parts ... you 
need carry no obsolete parts for old models 
. . . new parts fit all models. Depreciation 
and obsolescence can virtually be written off 
the books . . . because improved interchange- 
able parts make even 40-year-old Trident 
Meters as good as new . . . or better! 


Trident simplicity and extreme accuracy, 
beside insuring maximum water revenue, 
also mean better testing repaired meters. 


NEPTUNE METER COMPANY - 50 West 50th Street, NEW YORK CITY 


Branch Othices in CHICAG A 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly 


AIR HEATER) 





, 
H 
i 

rss 

as 

i 

! 

# 


megs 


so 8 


Pa cesnaae 
ts 





oa cman SA , 
ese Tea 14 ANP TE NH POP ATH 


of aon abana abalone 











PULVERIZER! 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 








Mt mber 5, 1940 


Public Utilities Fortnightly 





w 


ney 


eT 


’ RS 


i 


\ 
NN 


vw \W 


2B&W Open-Pass Boiler, the prob- 
of realizing trouble-free super- 
| er performance is attacked by a 
od that goes far beyond such ex- 
ents as tube-spacing and slag-re- 
}! apparatus employed in the past. 
Bikes at the cause of slag-fouling of 
heater tubes in high-pressure, high- 
perature units. It does not merely 
pt to relieve a condition that at 
time appeared to be incurable be- 
e of the fixed fusing-temperature 
ny given coal ash and the necessity 
elivering gases of high temperature 
e superheater. 


e Open-Pass Boiler, this problem is 
cked directly at its roots. There is 
e complete elimination of the ash, 
to better methods of decreasing the 
mity of ash carried to the super- 


BT 


Attacks 


heater. Furthermore, this ash is all dry 
and granular, instead of sticky in lanes 
when it reaches the superheater, be- 
cause there are no lanes of higher-than- 
average temperature gases. 


And, these desirable results are ob- 
tained in a unit having features of 
inherent economy, without sacrificing 
other desirable operating characteris- 
tics such as stability of flame and ease 
of slag tapping over a wide range of 
loads. 


All these form sufficient reason why the 
boiler should depart radically from tra- 
ditional designs. Its adoption for 10 
stations, with units having a combined 
capacity of over 9,500,000 pounds of 
steam per hour, is evidence of the 
soundness of the principles on which 
the design of the boiler is based. 


THE BABCOCK & WILCOX COMPANY 


PS LIBERTY STREET 


NEW YO 8K, B.. ¥. 


BABCOCK & WILCOX 
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Do you really know 
HOW TO WRITE REPORTS? 





Are your technical reports always clear—coherent—complete? 
you able to express technical information and facts in such a 
that anyone reading your report knows immediately what you 


Just as in everything else, there are clear. By following these pring 
certain fundamental principles of and adopting an attitude toward 

order and planning and style that can reports that is based on an app 
change a muddled and confused tech- tion of the eventual audience, yo 
nical report into one that is crystal improve your papers immensely, 


WRITING THE TECHNICAL REPO 


By J. Raleigh Nelson 


Professor of English in the College of Engineerin 
University of Michigan 


373 pages, 6 x 9, $2.50 


Step by step this authoritative book sh 
you how to simplify technical reports; 
to analyze the type of report; how to ch 
the best form and style; how to organize 
material; how to use figures, tables and 
notations. A book for everyone who rea 
how improved reports can eliminate mi 
derstanding, save time in explanations, ¢ 
onstrate the writer’s knowledge and ab 
and create favorable impressions on 
ployers. 
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The complete guide 
to report writing 


Send check, money-order or cash to 
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CHEVROLET 


Vt Te : 
Invite You To Inspect 


AMERICAS NEWEST, MOST MODERN 
MOST POWERFUL LOW-PRICED TRUCKS 


INSPECT THESE NEW 1941 FEATURES 


* TWO NEW VALVE-IN-HEAD ENGINES : ; ; STANDARD: 174 FOOT 
POUNDS OF TORQUE—90 HORSEPOWER : : : “LOAD-MASTER”: 192 
FOOT POUNDS OF TORQUE—93 HORSEPOWER* * MASSIVE NEW 
TRUCK STYLING * NEW LONGER WHEELBASE *« NEW RECIRCULATING 
BALL-BEARING STEERING GEAR * NEW, MORE COMFORTABLE DRIVER’S 
COMPARTMENT * AND MANY MORE QUALITY FEATURES 
*Optional on Heavy Duty models—at extra cost. 
60 MODELS— ON NINE LONGER WHEELBASES 
A COMPLETE LINE FOR ALL LINES OF BUSINESS 


OUT-PULL--- OUT-VALUE::-- OUT-SELL 
CHEVROLET MOTOR DIVISION, General Motors Sales Corporation, DETROIT, MICHIGAN 
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PROMOTES INDUSTRIAL PROGRESS 


Yesterday : 


The late George Westinghouse founded the 
firm that is now the Pittsburgh Equitable 
Meter Company in 1886 He combined 
research and sound engineering principles 
with a masterful inventive ability. His early 
efforts in the field of gas measurement and 
control provided the nucleus around which 
EMCO Meters, Regulators and accessory 
equipment have been, overa 50 year period, 
continuously improved and expanded 


Sede: 


That the inventive and development heritage of the founder has been perpetuated 
is readily apparent in the accomplishments of the EMCO organization to date. 
As various measurement and control needs arose in the expanding gas industry, 
EMCO engineers and researchers were able to provide the equipment to fill them. 
Such outstanding developments as the EMCO Type 38 Orifice Meter, the EMCO- 
RECTOR, the EMCO-McGaughy Integrator, the EMCO “1001” Regulator, and the 
EMCO Pilot Loading Regulator are today available to meet the current require- 
ments of the industry. Many innovations and improvements in the construction of 
older basic products have been made to meet today’s demands for more accurate 
measurement and control. Every aid of modern science is being utilized to 
provide the best possible value. 


Jomannew ; 


The wonders of tomorrow will come from the work of today's scientists. Already 
in the gas industry, future problems involving longer lines, higher pressures and 
heavier loads are being studied. In EMCO laboratories and on EMCO drawing 
boards are now being evolved the measurement and control equipment which will 
be needed to serve the expanding demands of this great industry. In addition to 
company operated laboratories, the Pittsburgh Equitable Meter Company supports 
a meter fellowship at the world-renowned Mellon Institute. Scientists here are 
constantly searching for better metering methods and materials. The results of 
such research are incorporated in EMCO produets. Search and research are used 
to maintain leadership. 


PITTSBURGH EQUITABLE METER COMPANY 


MERCO NORDSTROM VALVE CO 
NEWYORK BUFFALO PHILADELPHIA <>... jgy,- DES MOINES | CHICAGO COLUMBIA 
KANSAS CITY TULSA LOS ANGELES Wain ( ce PITTSBURGH. PA MEMPHIS OAKLAND HOUSTON 
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PU. R. QUESTION ||| [Egeeeaeee SR ORN BB EI 


ECONOMICAL LINE CLEARING 
SHEETS 


AN EDUCATIONAL OPPORTU- 
NITY for public utility men. A 
fortnightly quiz of ten questions 
and answers on practical financial 
and at problems, as pre- 
sented in the decisions of State and : oe tote 
tend Maeiaihesiein aalk Canmste Economical trimming consists in 
in their investigations of public 
utility companies. prices. You will save time as well 


Ten questions and answers every as money having this work done by 
two weeks—annual subscription our tree experts. 


$10.00. 


clearing your lines at the best 


ASPLUNDH TREE EXPERT COMPANY 


Send your order to— Home Ofice JENKINTOWN, PA. — Ogont: 3750 


Chicago, Ul. Alexandria, Va. Rutherford, N. J. 
Randolph 7773 Alexandria 3581 Rutherford 2-7434 


PUBLIC UTILITIES Biginghamton 4-514 Shepherd 6119" New Castle 2285" 
Columbus, Ohio Baltimore, Md. 


REPORTS, INC. Adams 5432 Plaza 7656 Pintiantie 9798 
| 1038 Munsey Bldg., Washington, D. C. 
LINE CLEARING 























SPRAGUE COMBINATION METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL. 


For Manufactured, 
Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER CO. 


Bridgeport, Conn. 
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RILEY STEAM GENERATING UNITS 


Installed in the plant of 


A Large Texas Utility 








250,000 Pounds of Steam per hour. 975 lbs. Steam 
Pressure. 910° F. Steam Temperature. 


Riley Boiler, Superheater, Steam Temperature Control, 
Economizer, Air Heater, Water Walls, Steel Clad 
Insulated Setting. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
ST.LOUIS CINCINNATI HOUSTON CHICAGO ST. PAUL KANSAS CITY LOS ANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNAOES 
PULVERIZERS - BURNERS - MECHANIOAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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... written to meet the 
eeds of the practical man 


s hook gives the electrical man the 
study material needed to advance 
self in central station work. In a 
, detailed way, Croft covers the 
and why of the generation, trans- 
sion, and distribution of electrical 
zy,including scientific fundamentals, 


factors, central station set-up, etc. 


NTRAL STATION 


By Terrell Croft 


ulting Electrical Engineer . 


ised by George H. Hall 


d edition, 360 pages, 51/2 
285 illustrations, $3.00 


THIS BOOK the author | 
overs in detail all phases | 
he generation, transmis- | 
and distribution of elec- | 


| energy—maintaining a 


ers employed, reciprocat- 
engines, turbines, inter- 
combustion engines, and 
t wheels. Alternating and 
t-current systems are 
ssed and compared with 
for calculation of trans- 
sion lines for both sys- 
» Space is also given to 
various station accessories 
as voltage regulators, 
ining arresters, and other 
lective equipment. 


Se: 


re 
CEN 
AB 
STA 


This edition re- 
tains the typical, 
practical Croft 
treatment 
throughout, but 
includes consid- 
erable new ma- 
terial relating to 
developments in 
the field, tur- 
bines, the net- 
work system, 
lightning protec- 
tive apparatus, 
description and 
illustrations of a 
number of types 
of voltage regu- 
lators, etc. 


m Send check, money-order or cash to 


BLIC UTILITIES FORTNIGHTLY 


SEY BLDG., 


WASHINGTON, D. C. 





@ What do you buy in 
large quantities? Meters, cable, 
pipe, linesmen’s tools, all down 
the line in operating equipment 
quality is the keynote that spells 
durability and performance. But 
“equal quality” is sometimes hard 
to determine. 

Let E. T. L. help you solve this 
difficulty. Give us your specifica- 
tions and we’ll develop the neces- 
sary test procedure to check 
products offered to you against 
these standards. Then when you 
buy, you “know by test.” 


Over 40 years in the Know by Test business 


Electrical Testing 
elokolaohiola l=: ai) 


EastEnd Ave and 79thSt. NewYork,N Y 
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Cisco Solvent is bringing so many advantages to fid 
S. ‘meciad Savings operators that it must not be called merely newb 
SENSATIONAL. Cisco Solvent permits the intern 

for FLEET cleansing of an automotive engine without any 


the usual labor expense of tearing the motor do 
O PE R ATO R S or taking the head off. Cisco Solvent removes di 

gum, sludge and varnish from the internal movi 
Operating expenses and lay- f ? d with 1 f 
ups for overhauls can be cut parts of an engine—and with complete satiety. 
down by systematic use of contains a lubricant which protects all parts duri 
this new, sensational in- the purging process. Through the application 
ternal engine cleaner. Write a , : hicl 
ot phone any of the oflless Cisco Solvent, operators now give their vehic 
listed below for complete “wide-awake” engine performance, resulting 
details. reduced operating and maintenance cost. Lea 
what Cisco Solvent can do for you. 


ee le eek. a le —_— > 











Cities Service Oil Companies 


Cities Service Oil Company—Chicago, New York, Cedar 
Rapids, Boston, St. Paul, Grand Forks, Kansas City, Fort 
Worth, Oklahoma City, Milwaukee, Cleveland, Detroit, 
Harrisburg, Syracuse. 


Cities Service Oil Company, Ltd.—Toronto, Ontario. 


Arkansas Fuel Oil Company—Shreveport, Little Rock, Jack- 
son, Miss., Birmingham, Atlanta, Charlotte, N. C., Nash- 
ville, Richmond. 
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QUICK FACTS ON 
KINNEAR ECONOMY 


Coils compactly above lin- 
tel—saves space! 


Opens out of reach of dam- 
age! 

Raises over snow, ice, other 
obstacles! 

Can't bind, warp, sag or 
pull apart! 

Repels fire; defies intrusion, 
weather! 


Slats can be individually 
replaced! 


Designed to fit the indi- 
= opening—easy to in- 
stall! 


Jee HINNE 


CUBU-8U FIELDS 


AVENUE 


Factories: Columbus, Ohio, and fan Francisca, California 


Public Utilities Fortnightly 


INNEAR 


SAVING 


with 
KINNEAR STEEL 
ROLLING DOORS 


Yes, the economy of Kinnear Rolling Doors is double- 
barreled! First, their convenient, space-saving up- 
ward action reduces operating costs. . . . Second, 
their rugged, durable, all-steel construction keeps 
maintenance and repair costs down! 


And Kinnear economy is lasting economy! Rugged 
steel interlocking slats formed into an all-steel curtain 
and anchored in rigid steel jamb guides, make Kinnear 
Rolling Doors remarkably durable! 


Kinnear Rolling Doors are built to fit any doorway, 
in old or new buildings, with motor, manual or me- 
chanical operation. Get complete information in the 


latest Kinnear catalog—write today! 


CULUMBUS, UHTU 
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CRESCE 


Helps You 





December 5, 194 





for DEFENSE 


CRESCENT’S large, complete and up-to-date 
facilities for the manufacture of electrical wires 


and cables are meeting the great demands for 
industrial expansion for national defense 





These facilities are backed by over 50 years’ id 
experience and skill in the manufacture of 


Drop Cable 
Lead Covered 

@ POWER CABLES @ CONTROL CABLES Cable 

@ SIGNAL CABLES @ PORTABLE CABLES 


Magnet Wire 
Parkway Cable 
@ BUILDING WIRES Service Entrance 
Cable 
Varnished 
Cambric Cable 
Weatherproof 
Wire 











eo eerettitae. + W bd 


All types of Building Wire and all kinds of Special Cables to meet A.S.T.M., A.R.A., 
1.P.C.E.A., N.E.M.A., and all Railroad, Government and Utility Companies’ Specifications. 
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-That Brake on Efficiency- 


DITTO 


Banishes It! 


Every time any one of your people retypes 

a report, rewrites data, does any other 

accounting or routine writing more than 
ONCE-—that’s just so much time, payroll and 
organization speed wasted .. . and utilities’ profit 
margins are slim enough without that. 

That’s why using Ditto is like hiring extra help; 
certified improvements in routine speed and reduc- 
tion in costs run from 20% to 60% with Ditto! 
It’s more than a duplicator. It’s an integral unit 
in all office functions. 

Make your department more effective—get the 
whole performance story on Ditto gelatin or liquid 
Ditto duplicators in the Public Utility field. Use 
coupon for free idea-booklet, ‘Copies, Their Place 
in Business.” No obligation! 

Without type, stencil or ink the new Ditto D-44 makes 300 
and more bright copies of anything written, typed or drawn 
++ rate schedules; operating and progress reports; specifica- 
tions, engineering drawings; service, factory and work orders; 
forms, and the like ... 70 copies a minute, in one to four 
colors at once, 6c for the first 100, 3c thereafter. Originals 
can be used repetitively—excellent for accumulative reports. 


We 


DITTO, Inc. 
2222 W. Harrison Street, Chicago, Illinois 





aqyyaty Y 
Fete At 


Gentlemen: 


Send me copy of your book, “Copies, Their 
Place in Business.” No obligation, 


3 


wast 
“4 


my 


Position 


Company 


MI ease eh ack atevn die dcdaucesadscecdiaecceneel 
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PROFESSIONAL DIRECTORY 


* This Directory is reserved for engineers, accountants, rate experts and others equipped 
to serve utilities in all matters relating to rate questions, appraisals, valuations, special re. 
ports, investigations, design and construction. « «< «< a ‘ 


THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS « VALUATIONS e« REPORTS 
PROPERTY EXAMINATIONS AND STUDIES for 
ACCOUNTING AND REGULATORY REQUIREMENTS 

CHICAGO - MILWAUKEE + NEW YORK + WASHINGTON ~ And Other Principal Cities 











DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA 


PACKARD BUILDING 








onan DOtd, Bacon « Davis, anc. msm cum 


CONSTRUCTION . 
Engineers 


OPERATING COSTS 
VALUATIONS AND REPORTS 
CHICAGO PHILADELPHIA NEW YORK CLEVELAND 


INTANGIBLES 








J. H. MANNING & COMPANY 


120 Broadway ENGINEERS Field Building 


New York hicago 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 


Public Utility Affairs including Integration 








SANDERSON & PORTER 
ENGINEERS AND CONTRACTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
Chicago New York San Francisco 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 











Mention the FortNIGHTLY—/t identifies your inquiry 
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PROFESSIONAL DIRECTORY (continued) 





STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * EXAMINATIONS * APPRAISALS 
CONSULTING ENGINEERING 


BOSTON e NEW YORK « CHICAGO «¢ PITTSBURGH ¢ SAN FRANCISCO e LOS ANGELES 








BARKER & WHEELER, Engineers 
11 Park Place, New York City. 
36 State St., Albany, N. Y. 
Designs and Construction—Operating Betterments— 
Appraisals, Rates—Office Systems 


Twenty Years Special Ezperience in Development of 
Original Costs, Restoration of Capital Accounts, Installa- 
tion of Perpetual Property-Record Systems, and Special 
Problems of Municipal and Other Non-Centralized Proper- 
ties. 


Francis S. HABERLY 
ENGINEER 


Appraisals—Property Accounting Reports 
—Cost Trends 


122 SOUTH MICHIGAN AVENUE, CHICAGO 








BLACK & VEATCH 


CONSULTING ENGINEERS 
Appraisals, investigations and _ re- 
ports, design and supervision of coa- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY MO 








JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION—VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 








EARL L. CARTER 


Consulting E pogeadl 


REGISTERED IN INDIANA, NEW YO One. 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


PUBLIC UTILITY 
VALUATIONS AND REPORTS 
814 Electric Building Indianapolis, lad. 


JENSEN, BOWEN & FARRELL 


Engineers 


Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection wit 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








E. J. CHENEY AND CO. 


Engineers and Consultants 


61 BROADWAY NEW YORK 


SLOAN & COOK 
CONSULTING ENGINEERS 


120 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals—Original Cost Studies 
Depreciation, Financial, and Other Investigations 








ROBERT E. FOLEY 


Erecting Engineer 


Telephone Lines—Rural Lines—Fire Alarms— 
Transmission Lines 


48 Griswold St Binghamton. N Y 











J. W. WOPAT 


Consulting Engineer 


Construction Supervision 
Appraisals—Financial 
Rate Investigations 


1510 Lincoln Bank Tower Fort —" | 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready a 
ence. Their products and services cover a wide range of utility needs. 


A 


Aluminum Company of America 
American Appraisal Company, The .. 
Asplundh Tree Expert Company 


B 


Babcock & Wilcox Co., The 

Barber Gas Burner Company, The 
Barker & Wheeler, Engineers 

Black & Veatch, Consulting Engineers 
Burroughs Adding Machine Co. 


Cc 


Carpenter Manufacturing Company 
Carter, Earl L., Consulting Engineer wae Y / 
Cheney, E. J. and Co., Engineers ..........-......-.--.-.--0++ Bi 


Chevrolet Motor Division of General Motor 
Sales Corp. 


Cities Service Petroleum Products 


Cleveland Trencher Company, The 
Inside Back Cover 


Combustion Engineering Company, Ine. ...... 16-17 
Coxhead, Ralph C., Corporation. ............ Pei | 
Crescent Insulated Wire & Cable Co., Tne. 54 
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Davey Tree Expert Company 

Day & Zimmermann, Inc., Engineers 
Dicke Tool Company, Inc. 
Dictograph Sales Corporation 
Ditto, Inc. 
Dodge Division of Chrysler Corp. 
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Egry Register Company, The 
Electric Storage Battery Company, 
Electrical Testing Laboratories 
Elliott Company 
Elliott Addressing Machine Co., The 





F 


Foley, Robert E., Erecting Engineer ..... 
Ford, Bacon & Davis, Inc., Engineers 

*Ford Motor Company 
Forest City Foundries Company 
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General Electric Company Outside Back Cover 
Grinnell Company, Inc. 18 
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Haberly, Francis S., Engineer 
Hoosier Engineering Company 
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International Harvester Company, Inc. .... 
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Jensen, Bowen & Farrell, Engineers 
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Kerite Insulated Wire & Cable Co., Inc., The... 22 
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Manning, J. H. & Company 
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Merco Nordstrom Valve Company 








N 





Neptune Meter C Er y 
Newport News Shipbuilding & Dry Dock Com- 
pany .. 32 





4 


Pennsylvania Transformer Company 
Pittsburgh Equitable Meter Company 
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Railway & Industrial Engineering Company 
Recording & Statistical Corp. -.............:.:-csceene 26 
Remington Rand, Inc. 
Ridge Tool Company, The 
Riley Stoker Corporation 
Robertshaw Thermostat Company .... 
Royal Typewriter Company, Inc. 
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Sanderson & Porter, Engineers .... 
Sangamo Electric Company 
Sargent & Lundy 
Silex Company, The 

Sloan & Cook, Consulting Engineers .... 
Sprague Meter C pany, The 
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Westinghouse Electric & Manufacturing Co... 
Weston, Byron, Company aod 
Wopat, J. W., Consulting Engineer .... 

56 
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o Get the PIPE in the Ground... 


Use “CLEVELANDS’” ro Rake! 
Watch Your Costs Go Doum . 


For All-round Gas Trenching— 
the MODEL 95 


The Famous "Baby Digger” pioneered and per- 
fected by "Cleveland" known and used every 
day by Gas Companies the country over. 


M Answers every requirement for distribution 
work. An unbeatable combination of speed, 
maneuverability, power and ditch-capacity, 

fee in a small mobile unit. Digs 11” to 23” in 
me width. 5!/.’ in depth. 


for!) Laying Pipe 
2. Filling and Compacting Trenches 


the MODEL 80 


The "80" applies machine-savings to the pipelaying and 
backfilling operations. Speeds up the work, does a 100% 
job of trench-compacting at much lower costs. Works in 
limited spaces. 


A machine of such genuine utility, you'll wonder how you 
ever got along without it. 


A STILL SMALLER TRENCHER FOR SERVICE AND SMALL 
DIAMETER PIPE— the MODEL 75 


The latest Cleveland” achievement, the "75" weighs but 7000 pounds! 
Is only 45 inches wide! Digs 8 to 12 inches width, 3!/2 feet depth. 
At last! A tiny trencher, for small trench, that has the required 
strength and durability. 


Ask for Information TODAY on These Modern Machines 


THE CLEVELAND TRENCHER COMPANY 


“Pioneer of the Small Trencher” 
20100 St. Clair Ave. Cleveland, Ohio 


@ CLEVELANDS ©] || 
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Save. 


How Much Does Quality.Cesi?: 


OU . pay two prices for every 

piece of equipment you buy. 
Fitst,; what you pay-for it to put it.in 
service. Second, what you spend on 
it to keép it there—maintenance 
costs during the life of the equipment 
and, possibly, loss of revenue and 
good will-resulting from outages. 


There are; of course, *many factors 
that hold down the second price. But 
there is one factor that stands out 
clearly,‘and that is the quality built 
into the ofiginal equipment. ‘A little 
better design, slightly better.methods 
of manufacture, including the testing 
of materials and thorough inspection 


step. by stép—all at a little Aigher 


first cost—miay result in a /arge de- 


GE N ERAL 


HH AVA TUNTAG AVNET ! 


crease in the money you spend f@ 


keep the equipment in service. 


You know that quality is, and always 
has been, the one best assurance of 
keeping maintenance costs down. 
Then there is every reason for you to 
check, point for point, the quality of 
the equipment you buy. Look for 
perfection of detail—in design, im 
materials, and in workmanship. Its 
the difference bétween long quip- 
ment life and premature failure: Itis 
the real reducer of: your oferating 
costs. In your business'and.in ours, 
it’s not “how much, does quality 
cost?”’—it’s “how much does quality 
save?” 
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